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Ottawa, Ontario. 
December 31, 1990. 


Dear Sir, 


| present herewith the Annual Report of the Northern Pipeline Agency for the 
fiscal year ending March 31, 1990, together with the report of the Auditor General 
on the accounts and financial transactions of the Agency for the same period, for 
submission by you to Parliament as required under Section 13 and 14 of the 
Northern Pipeline Act. During the fiscal year, Gerald E. Shannon served as Com- 
missioner until December 1, 1989, when | succeeded him. 


Yours sincerely, 


Ah lh i 


Donald W. Campbell, 
Commissioner, 
Northern Pipeline Agency. 


Tne Honourable Donald Mazankowski, P.C. M.P., 
Deputy Prime Minister, 
President of the Queen’s Privy Council and 
Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 
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Overview of the 
Alaska Highway Gas Pipeline Project 


Plans for more than doubling the export of Canadian 
gas to the United States through the Alaska Highway 
Gas Pipeline by substantially expanding the capacity 
of the pre-built Eastern and Western Legs continued to 
gain momentum during the fiscal year 1989-90. 


The proposed increase to the prebuild capacity 
came in response to the ongoing rise in U.S. gas con- 
sumption to some 18.8 trillion cubic feet (tcf) during 
1989 — an increase of around nine per cent over the 
previous two years, the steady decline on the supply 
side in the so-called U.S. gas bubble, and deregulation 
of gas markets. 


Total Canadian gas exports to the United States 
during 1989 amounted to 37.9 billion cubic metres 
(1.34 tcf), a 5.4 per cent increase over 1988 exports of 
35.9 billion cubic metres (1.27 tcf). This growth in 
export sales was moderate by comparison with the 72 
per cent increase that occurred during the two previ- 
ous years, reflecting the constraint placed on further 
export growth by the nearly full utilization of existing 
pipeline capacity. 


Despite widespread expectations that demand for 
natural gas would continue to increase significantly 
during the foreseeable future, in part because of its 
less adverse environmental impacts as a fuel for elec- 
trical power generation and for the propulsion of vehi- 
cles, prevailing market conditions continued to impede 
plans for second-stage construction of the Alaska 
Highway Pipeline to provide access to U.S. gas 
reserves at Prudhoe Bay. Both U.S. and Canadian 
sponsors of the project remained confident, however, 
that strengthening market conditions — and rising 
natural gas prices — would clear the way for extension 


of the pipeline to the Alaskan North Slope by around 
the end of the decade. 


Meanwhile, however, proposals for major expan- 
sions in the capacity of the existing Eastern and West- 
ern Legs of the Alaska Highway Gas Pipeline to permit 
substantial increases in the export of Canadian gas to 
U.S. markets in the western and mid-western states 
were being actively pressed before regulatory authori- 
ties on both sides of the border. These plans provide 
for a combined increase in the capacity of the two legs 
from 37.25 million cubic metres per day (1.3 billion 
cubic feet per day — bcf/d) to 77.11 million cubic 
metres (2.7 bcf/d). 


Although plans for second-stage construction of the 
pipeline system to provide access to U.S. reserves on 
the Alaskan North Slope remained on hold, proposals 
for the development of Canadian Arctic reserves in the 
Mackenzie Delta region for export to the United States 
and possible sale also in southern domestic markets 
advanced significantly during the fiscal year. In August, 
1989, the National Energy Board conditionally 
approved the export by Esso, Gulf and Shell of 260 bil- 
lion cubic metres of gas (9.2 tcf) over a 20-year period 
to the United States commencing as early as 1996 
(which still remains subject to federal government 
approval). In line with its previously-announced inten- 
tion, Foothills Pipe Lines Ltd., sponsor of the Alaska 
Highway Gas Pipeline in Canada, filed an application 
with the Board for a certificate to build a pipeline from 
the Mackenzie Delta to Boundary Lake in Northern 
Alberta/British Columbia, which it proposed to con- 
nect with an extension from the northern terminus of 
the Eastern and Western Legs near Caroline, Alberta. 
The combined Mackenzie Valley Pipeline and prebuild 


extension would have the capacity to transport an 
average daily volume of 34.10 million cubic metres (1.2 
bef). In its application to the NEB, Foothills did not 
indicate what plans it had for onward transmission of 
this gas from Caroline to southern markets. 


As noted in the Agency’s previous annual report, the 
U.S. Department of Energy in November, 1989, condi- 
tionally approved the annual export of some 1|4 million 
tons of liquified natural gas from the Prudhoe Bay area 
to Pacific Rim countries over a 25-year period by the 
Yukon Pacific Corporation. Both the U.S. and 
Canadian sponsors of the ANGTS and the Canadian 
government expressed their concern that the proposed 
exports through the proposed Trans-Alaska Gas Sys- 
tem (TAGS) could deplete the Prudhoe Bay natural 
gas reserves which underpin the joint U.S.-Canadian 
pipeline. In March, 1990, the U.S. Department of 
Energy denied a request by two of the sponsors of the 
Project, Foothills Pipe Lines Ltd. and Alaskan North- 
west Natural Gas Transportation Co. for a rehearing of 


the November decision. Even before the DOE denial of 
the request for a rehearing, the U.S. and Canadian 
sponsors filed a so-called protective complaint in the 
U.S. Court of Appeals for the District of Columbia as a 
means of preserving their right to a judicial review of 
the decision. (In May, 1990, the two sponsors of the 
project formally sought a judicial review of the Depart- 
ment’s ruling in the District Appeal Court. Foothills’ 
interest in the issue became further enhanced in June, 
1990, when it acquired the 22 per cent equity interest 
in the company sponsoring the Alaskan segment of the 
ANGTS that was previously held by a subsidiary of the 
United Gas Pipeline Co. Other shareholders are the 
Pacific Gas and Electric Co., the Williams Companies, 
and TransCanada PipeLines Ltd.) 


Those wishing further information about the scope of 
the Alaska Highway Gas Pipeline Project, the pro- 
posed route of the pipeline, and the role of the North- 
ern Pipeline Agency are referred to NPA annual 
reports for 1978-79 to 1984-85. 


Planning for Expansion of the Pipeline System 
and Other Project Developments in Canada 
and the United States 


The Prebuild 


Plans for constructing new facilities either to rein- 
force the operating capability of the pre-built Eastern 
and Western Legs of the Alaska Highway Gas Pipeline 
or to expand its capacity substantially on both sides of 
the border were outlined in the previous annual report 
of the Northern Pipeline Agency. During the 1989-90 
fiscal year covered by this report, sponsors worked to 
install facilities already authorized and other proposed 
additions continued to work their way through the 
regulatory process in Canada and the United States. 


The two southern legs of the project were built in the 
early 1980s for the initial purpose of transporting 
Canadian gas to U.S. markets. Their construction was 
approved by the two governments as a first stage in 
order to facilitate subsequent second-stage construc- 
tion of the system to provide access to U.S. reserves at 
Prudhoe Bay on the North Slope of Alaska and poss- 
ibly also to Canadian reserves in the Mackenzie Delta 
region. Beginning at a point near Caroline, Alberta, 
some 105 km (63 mi) north of Calgary, the two legs 
stretch for a distance of 2 992 km (1,858 mi) to carry 
gas to markets in Southern California and the U.S. 
Mid-West. These pre-built segments comprise around 
one-third of the total proposed main-line system, which 
would be some 7 720 km (4,790 mi) in length. 


Second-stage construction of the system to accom- 
plish its primary objective of providing access to U.S. 
reserves on the Alaskan North Slope was put on hold 
for an indefinite period beginning in 1982 as a result of 


the onset of a severe economic recession and 
depressed gas market conditions. These problems 
were subsequently compounded by the development 
of what was widely regarded as a large but temporary 
surplus of U.S. gas supplies in the lower 48 states. The 
pre-built southern segments of the pipeline, which had 
an initial capacity to transport up to 37 million cubic 
metres of gas a day (1.3 bcf/d), for some years con- 
tinued to operate well below capacity because of these 
same factors — particularly the Eastern Leg. As a 
result of growing U.S. demand for gas, however, both 
Legs have been operating at or close to capacity in 
recent years. As a result, sponsors on both sides of the 
border have been actively pursuing plans to reinforce 
the operating capability of the system and/or to 
expand and extend its throughput capacity. Following 
is an outline of these developments on both sides of 
the border. 


The Western Leg 
— U.S. Developments 


Plans developed by Pacific Gas Tranmission (PGT) 
and its affiliate, Pacific Gas and Electric (PG&E), for 
nearly quadrupling the capacity of the Western Leg of 
the Alaska Natural Gas Transportation System in the 
United States — increasing it from some 6.8 million 
cubic metres a day (240 million cubic feet a day — 
mmcef/d) to around 26.4 million cubic metres daily 
(932 mmcf/d) — continued to work their way through 
the regulatory process. The proposed expansion to 


accommodate an increase in Canadian gas imports for 
delivery to California and the Pacific Northwest is sub- 
ject to the approval of the Federal Energy Regulatory 
Commission (FERC) with respect to the interstate por- 
tions of the pipeline and to the California Public Utilities 
Commission (CPUC) with respect to the intrastate 
aspects of the project. The two companies propose to 
add some 1 400 km (845 mi) of 1 067 and 914 mm 
loops (42 and 36 inches) to their existing system at an 
estimated cost of $1.2 billion (U.S.) to achieve the 
planned increase in throughput capacity. 


Over the course of the past few years, several com- 
panies — including PGT/PG&E — have been vying 
with each other for the right to transport increased gas 
to meet growing demands in California and other west- 
ern states. While three of the proposed projects would 
utilize domestic U.S. gas, one of the other proposals 
also involves increased imports of Canadian gas. The 
Altamont Gas Tranmission Project, which includes 
Petro-Canada among its partners, filed a proposal in 
July, 1989, to transmit some 19.8 million cubic metres 
of gas a day (700 mmcf/d) southward to Wyoming to 
connect with the proposed Kern River Gas Transmis- 
sion Co., which would subsequently carry the gas on 
to markets in California. 


In a decision brought down in February, 1990, the 
CPUC decided to leave it to market forces to deter- 
mine whether one or more of the projects were 
economically and financially viable, rather than make 
its own choice between competing proposals. (In May, 
1990, the FERC called a technical conference to con- 
sider a variety of aspects of the applications under the 
conventional Section 7 (c) of the U.S. Natural Gas Act 
submitted by PGT/PG&E and Altamont. The Altamont 
application was subsequently dismissed without preju- 
dice on the grounds that it was deficient in providing 
certain essential information. Altamont, however, still 
has an application before the FERC under the new 
optional certificate procedure established by the Com- 
mission. At the time of writing of this report, the ques- 
tion of how the PGT/PG&E application would be han- 
dled still remained undetermined.) 


— Canadian Developments 


During the fiscal year, extensive discussions were 
held between Foothills Pipe Lines Ltd. and the Alberta 
Natural Gas Company Ltd. (ANG) with respect to the 
contemplated expansion in the Western Leg in Canada 
to provide the increased throughput capacity required 


Be, 


to transport the nearly fourfold increase in imports of 
Canadian gas through the Alaska Highway Pipeline 
System being planned by PGT/PG&E. ANG, which is 
owned to the extent of 49 per cent by PGT, in turn 
owns a 49 per cent interest in Foothills (South B.C.). 
As initially constructed, the prebuild consists of four 
loops on the ANG pipeline that are owned by Foothills. 
These loops consist of 87.8 km (54.6 mi) of 914 mm 
(36-inch) pipe. Compression is provided by ANG as 
part of the integrated system. 


(In May, 1990, Foothills and ANG made submissions 
to the Northern Pipeline Agency and the National 
Energy Board, respectively, that would have the effect 
of increasing the throughput capacity of the Western 
Leg in South B.C. by some 26.4 million cubic metres 
daily (932 mmcf/d) from its current level of 6.8 million 
cubic metres (240 mmcf/d) at an estimated cost of 
$167 million. Foothills proposed to add another 77.1 
km (47.9 mi) of 1067 mm (42-inch) pipe to close out 
almost entirely the existing four loops, which are 
smaller in diameter than the proposed new pipe sec- 
tions. The Foothills submission to the NPA was con- 
tained in two proposed addenda to the System Design 
Report for the Alaska Highway Pipeline Project, one of 
which was to accommodate the increased imports 
sought for tranmission via PGT and the other to pro- 
vide capacity to increase exports of Pan-Alberta Gas 
Ltd. to Southern California from the prevailing level of 
6.8 million cubic metres daily (240 mmcf/d) to 8.5 mil- 
lion cubic metres (300 mmcf/d). Foothills proposed to 
install an additional Il km (6.8 mi) of looping only if the 
increase in capacity were required solely to provide the 
higher throughput requested by Pan-Alberta. 


(Because it is subject to its regulatory jurisdiction, 
ANG filed an application with the NEB to install three 
new compressor units and make other modifications to 
its system to accommodate the proposed increase in 
Capacity. 


(At present, the pre-built portion of the Western Leg 
in Alberta consists of three loops on the NOVA pipe- 
line system. In its submission to the Northern Pipeline 
Agency, Foothills said that in order to provide the 
necessary increase in throughput capacity on the 
Alberta portion of the Western Leg, it would be neces- 
sary for the NOVA system to be expanded. 


(In July, 1990, a Canadian law firm acting on behalf 
of Altamont, which as noted earlier also proposes to 
export additional Canadian gas to western U.S. mar- 
kets, filed a notice with the NEB and the NPA of its 


objection to the regulatory process under which Footh- 
ils and ANG proposed to pursue the planned expan- 
sion of the Western Leg in South B.C.. Altamont 
argued that the related expansion proposed south of 
the border by PGT/PG&E was not part of the ANGTS 
and, by the same token, the expansion proposed by 
Foothills did not form part of the certificate granted to 
it under the Northern Pipeline Act for construction in 
Canada of the Alaska Highway Gas Pipeline. Conse- 
quently, Altamont contended, the entire expansion of 
the South B.C. system came under the sole jurisdiction 
of the National Energy Board. Subsequently, Altamont 
amended its objection to confine it to the expansion 
proposed to accommodate the increased capacity 
sought by PGT/PG&E, excluding the more limited 
expansion of capacity required to supply the increased 
throughput sought by Pan-Alberta. At the time of writ- 
ing, the Board and the Agency were awaiting com- 
ments from Foothills and ANG and any other inter- 
ested parties, together with any reply by Altamont, 
before determining how to respond to Altamont’s 
notice of objection.) 


The Eastern Leg 
— U.S. Developments 


As noted in previous annual reports, Northern 
Border Pipeline Ltd., sponsor of the Eastern Leg in the 
United States, submitted an application under Section 
7(c) of the Natural Gas Act to the FERC in November, 
1987, for authority to expand substantially the 
capacity of the existing 1 326 km (822 mi) of the 1 067 
mm (42-inch) line from the Canadian border near 
Monchy, Saskatchewan, to Ventura, lowa, and to 
extend it some 600 km (370 mi) from its existing ter- 
minus to Tuscola, lilinois. The capacity of the proposed 
extension would have amounted to some 31 million 
cubic metres daily (1.1 bcf/d). In March, 1990, North- 
ern Border announced that it was withdrawing this 
application and intended to file a new application 
under FERC’s optional certificate procedure, which 
provides for an abbreviated regulatory review. 


(In this revised application to the FERC that it filed in 
June, 1990, the company proposed to add seven addi- 
tional compressor units and to extend the system 
some 600 km (370 mi) from Ventura to Tuscola with 
pipe of 762 mm (30-inch) diameter. Capacity on the 
existing system would be increased by approximately 
10.6 million cubic metres a day (873 mmcf/d) to a total 
of 36.3 million cubic metres daily (1.28 bcf/d). The 
capacity of the extension would be around 12.7 million 


cubic metres daily (450 mmcf/d). Total cost was 
estimated at $373 million (U.S.). Because of greater 
demand than first anticipated, Northern Border 
announced in August that it proposed to amend its 
application to increase the pipe diameter of the exten- 
sion to Tuscola to 914 mm (36 inches), which would 
increase costs by some $60 million. The company said 
the larger pipe would increase capacity of the exten- 
sion to around 17 million cubic metres per day (600 
mmcf/d) initially and ultimately to around 28.3 million 
cubic metres a day (1 bcf/d). 


Even before the withdrawal of its 1987 application 
and its replacement by a new one, however, the status 
of Northern Border’s expansion plans became 
clouded. This was the result of an announcement by 
the Natural Gas Pipeline Co. of America in February, 
1990, that it intended to seek a connection at the 
Ventura terminus of the existing Northern Border line 
through a 242 km (150 mi) of 762 mm diameter (30- 
inch) pipe that would run southward to join with its 
existing system. In March, Northern Border announced 
that it declined to accept the proposed link because of 
the regulatory uncertainties it would create and the 
lack of precise information about Natural’s potential 
suppliers and buyers of gas. Natural Gas countered 
later the same month by alleging Northern Border’s 
position was ‘‘anti-competitive’. (In June, 1990, 
Northern Border appealed to the FERC to issue a 
declaratory order spelling out just what obligations it 
had, if any, to construct and operate facilities for the 
delivery of gas to Natural, thus for the first time raising 
regulatory questions about the application of previ- 
ously untested new procedures adopted in the United 
States as a further means of increasing industry com- 
petition.) 


In addition to these expansion plans, Northern 
Border also continued to have an application before 
FERC for authority to install a new Compressor Station 
lO on the existing system to accommodate certain 
increased Canadian gas imports totalling 4.2 million 
cubic metres a day (150 mmcf/d). This application 
had particular implications with respect to the imple- 
mentation of the bilateral procurement agreement 
between Canada and the United States, as explained 
in a subsequent section. 


— Canadian Developments 


In its 1988-89 annual report, the Northern Pipeline 
Agency outlined a proposal by Foothills to install a new 
compressor station near Val Marie, Saskatchewan — 


No. 393. The additional compressor unit was intended 
to provide increased operational security on the East- 
ern Leg and also to be available to provide some 
increase in throughput capacity. An addendum to the 
System Design Report submitted by the company to 
provide for the new station was approved in February, 
1989, by Kenneth W. Vollman, a Temporary Member 
of the National Energy Board, who had _ been 
appointed by the Governor in Council to carry out the 
functions under the Northern Pipeline Act of Adminis- 
trator and Designated Officer. 


During the 1989-90 fiscal year, the Agency con- 
sidered several submissions by Foothills in compliance 
with the terms and conditions of the Northern Pipeline 
Act and other regulations adopted under the authority 
of that legislation. These submissions covered a wide 
variety of technical, socio-economic and environmental 
aspects of the project. Some submissions also 
required the approval of the National Energy Board 
and/or the Minister responsible for the Northern Pipe- 
line Agency, the Hon. Donald Mazankowski. In addi- 
tion, the NPA implemented the procedures provided 
for in the 1980 agreement between Canada and the 
United States covering the procurement for the project 
of designated items — such as large-diameter pipe, 
compressor units and large valves and fittings. A sub- 
sequent section of this report outlines the issue that 
has arisen concerning the application of these procure- 
ment procedures to proposed expansions of the pre- 
build south of the border. 


Foothills was authorized to commence preparation 
of the site in June, 1989, and to commence construc- 
tion of the compressor station in August, a task that 
continued throughout the balance of the fiscal year. 
(The National Energy Board granted leave to open the 
station in July, 1990, following completion of construc- 
tion and the required testing of the new facilities. ) 


In April, 1989, Foothills submitted plans to the 
National Energy Board for increasing throughput 
capacity on the Eastern Leg by removing existing 
restrictions on maximum operating pressure resulting 
from its current integration with the NOVA system in 
Alberta and the lower operating pressures of the natu- 
ral gas liquids extraction plant at Empress, which is 
located near the Saskatchewan border. As noted in 
the NPA’s previous annual report, Foothills proposed 
to eliminate most interconnections with the NOVA 
pipeline and to install decompression-recompression 
facilities adjacent to the Empress extraction plant that 
would enable it to increase the capacity of deliveries to 
the Eastern Leg in Saskatchewan by some 7.8 million 
cubic metres daily (275 mmcf/d). Effectively, this 


would amount to an increase in the throughput 
capacity of the Eastern Leg of about 25 per cent to 
38.2 million cubic metres a day (1.35 bef/d). 


It is estimated that the existing system can be 
expanded to a maximum capacity of some 51 million 
cubic metres a day (1.8 bcf/d). In its Reasons for 
Decision of June, 1989, the Board concluded that the 
estimated cost of the new facilities of $34.5 million 
‘“‘are modest relative to the potential benefits that they 
could provide.’’ (Installation of the new facilities was 
completed and leave to open granted by the Board in 
mid-November, 1990. In December, 1990, Foothills 
advised the Northern Pipeline Agency of its proposal 
to install two new compressor stations on the Alberta 
segment of the Eastern Leg in order to accommodate 
an increased throughput of gas to Empress requested 
by NOVA of some 16.35 million cubic metres a day 
(St/.mimety d)a) 


In its previous annual report, the NPA noted that 
final terms of settlement had been reached in a long- 
running dispute between Pan-Alberta Gas Ltd. of Cal- 
gary, Alberta, and the United Gas Pipeline Co. The 
agreement provided for Pan-Alberta to assume 
United’s rights and obligations as a shipper of up to 
12.74 million cubic metres a day (450 mmcf/d) 
through Northern Border and for Enron Corp. of 
Houston, Texas, to assume United’s 12.25 per cent 
stake in Northern Border equity. In a decision in Sep- 
tember, 1989, the FERC upheld this new arrangement 
and rejected motions for a rehearing of the issue. 


The Mackenzie Valley Pipeline Project 


In August, 1989, the National Energy Board condi- 
tionally approved the applications by Esso, Gulf and 
Shell for authority to export 260 billion cubic metres 
(9.2 tcf) of Canadian gas from the Mackenzie Delta 
over a 20-year period beginning in 1996. In keeping 
with its announced intention, Foothills in October, 
1989, submitted an application to the Board to build a 
1 646 km (1023 mi) pipeline of 864 mm (34-inch) 
diameter from the Delta to a point near Boundary 
Lake, which lies between Northern B.C. and Alberta. 


In a letter sent at the same time to the Commissioner 
of the Northern Pipeline Agency, Foothills advised that 
it intended at a later date to seek NPA authorization 
for an extension of the prebuild from its present north- 
ern terminus near Caroline, Alberta, to link up with the 
Mackenzie Valley Pipeline near Boundary Lake. This 
proposed extension would involve building some 656 


km (407 mi) of 1219 mm (48-inch) along the route pro- 
posed for the Alaska Highway Gas Pipeline, which ini- 
tially would be capable of transporting 34 million cubic 
metres a day (1.2 bcf/d) of gas from the Delta to 
southern markets in the United States and Canada. 
Cost of the entire pipeline was estimated at $4.4 billion 
in 1988 dollars, excluding the cost of funds used dur- 
ing construction. 


The application submitted by Foothills for authority 
to build the proposed Mackenzie Valley Pipeline was, 
as the company emphasized, put forward as a possible 
alternative to the original proposal to provide access to 
Canadian gas in the Mackenzie Delta Region through a 
so-called Dempster Lateral. This pipeline would extend 
southwestward from tne Delta to hook up with the 
main line of the proposed Alaska Highway Gas Pipe- 
line at Whitehorse, capital of the Yukon Territory. This 
would involve construction of a 1 200 km (740 mi) 
pipeline of 864 mm (34 inches) in diameter capable of 
transporting up to 34 million cubic metres of gas a day 
(1.2 bcf/d). 


On the recommendation of the National Energy 
Board, the federal government in 1978 entered into an 
agreement with Foothills under which the company 
assumed an obligation to build the Dempster Lateral if 
it were subsequently approved by the NEB. At the 
time, it was assumed that access to Canadian gas in 
the Delta Region would only be sought at some time 
after the pipeline to Prudhoe Bay had become opera- 
tional. The move by the three owners of Mackenzie 
Delta reserves to seek markets for their gas at a time 
when plans for completing access to Prudhoe Bay 
reserves remained on hold prompted Foothills to for- 
mulate its alternative plan for a Mackenzie Valley Pipe- 
line. Construction of the proposed line to join with an 
extension of the Alaska Highway Pipeline connecting 
with the pre-built Eastern and Western Legs at 
Caroline, Alberta, could also facilitate ultimate comple- 
tion of the main-line.system to Prudhoe Bay. 


(Under the Dempster Agreement, it was provided 
that the obligations assumed by Foothills would expire 
no later than April 18, 1990. Following a series of dis- 
cussions with the company, it was mutually agreed to 
extend the agreement unchanged for an additional 
term of up to 10 years. The extension of the agreement 
to the year 2000 was signed on behalf of the federal 
government by the Hon. Jake Epp, Minister of Energy, 
Mines and Resources, and the Hon. Don Mazankowski, 
the Minister responsible for the Northern Pipeline 
Agency. “‘This agreement will help Canada keep its 
future energy options open,’’ Mr. Epp said in a press 


release covering announcement of the extension that 
was issued on April 12, 1990.) 


In November, 1989, the NEB announced that, 
following a preliminary review, it would defer further 
consideration of Foothills’ Mackenzie Valley Pipeline 
application until additional information had been filed 
by the company. This included submissions relating to 
such matters as the final route, socio-economic, envi- 
ronmental and geotechnical assessments, pipeline 
design, upstream and downstream connecting facili- 
ties, a cost-benefit analysis, evidence regarding gas 
supply and markets, transportation contracts, finan- 
cing considerations and the proposed tariff. Notwith- 
standing the deferral by the Board, Foothills continued 
extensive discussions with a number of other parties 
interested in participating in the ownership and man- 
agement of the proposed new pipeline. 


Meanwhile, the necessary approval by the Governor 
in Council of the Mackenzie Delta gas export licences 
authorized by the Board in August, 1989, was also put 
on hold following two court decisions which, in effect, 
required that federal departments and agencies com- 
ply with the federal government’s own Environmental 
Assessment and Review Guidelines. In February, 1990, 
Mr. Epp, the Minister of Energy, Mines and Resources, 
wrote to the NEB Chairman, Roland Priddle, to advise 
him that the government intended to withhold approval 
of a number of authorizations issued by the Board, 
including the Delta gas export licences, pending 
receipt of advice on whether the Board had complied 
with these guidelines and, if not, how it intended to 
comply. Later that same month, Mr. Priddle informed 
the Minister that the Board proposed to conduct an 
environmental screening of the licences in question, as 
well as relevant applications received in future. In the 
case of the proposed export of Mackenzie Delta gas, 
the Board directed the three companies to file submis- 
sions with respect to environmental questions by 
August, 1990, following which further time was pro- 
vided to other interested parties to submit comments 
on the submissions by Esso, Gulf and Shell and an 
additional period for those companies to respond. 


Application of the Bilateral Agreement on 
Procurement 


In formulating the 1977 agreement between Canada 
and the United States on the Alaska Highway Gas 
Pipeline, representatives of the U.S. government 
stressed the importance of developing a variety of 


means of ensuring that the proposed system would be 
built as efficiently and cost-effectively as possible. As 
one means of achieving that goal, the agreement pro- 
vided in Section 7 that each government would seek to 
ensure that the supply of goods and services to the 
project would be ‘‘on generally competitive terms.” To 
helo accomplish that particular objective, the two 
governments signed an agreement in June, 1980, that 
was intended to give potential U.S. and Canadian sup- 
pliers of certain designated items — large-diameter 
pipe, compressor units and large valves and fittings — 
a fair opportunity to compete for contracts on both 
sides of the border. The agreement designated the 
Northern Pipeline Agency and its U.S. counterpart, the 
Office of the Federal Inspector, as the bodies respon- 
sible for implementing the procedures the two govern- 
ments had undertaken to establish ‘‘on a reciprocal 
basis.’ This process was fully complied with on both 
sides of the border when procurement of these desig- 
nated items was being undertaken for the prebuilding 
of the Eastern and Western Legs in the early 1980s. 
The process was also invoked by Canada more 
recently in connection with construction of Compres- 
sor Station 393 in Saskatchewan to provide increased 
security of operation on the Eastern Leg. 


In the United States, there were growing indications 
that a different view was being taken of the relationship 
of proposed expansions in the capacity of the Eastern 
and Western Legs of the Alaska Natural Gas Transpor- 
tation Act (ANGTA), under which the pre-built facilities 
had originally been authorized by the President and 
Congress, and, therefore, of the applicability of the 
bilateral procurement agreement between the two gov- 
ernments. 


In a report to Congress in October, 1988, the then- 
Federal Inspector noted that Northern Border had not 
sought authorization for a proposed expansion/exten- 
sion of the Eastern Leg in the United States under 
ANGTA. He said the company had indicated the pro- 
posed increase in throughput capacity would not 
amount to a second-phase of the ANGTS ‘‘because it 
was not intended to transport Alaskan gas, has 
different project sponsors, and does not correspond to 
the technical specifications or proposed location of 
Phase li of ANGTS.” In a subsequent report to Con- 
gress, the Office of the Federal Inspector indicated that 
a similar position had also been taken by PGT/PG&E 
in the case of its proposed expansion of the Western 
Leg in the United States. In its application to the Fed- 
eral Energy Regulatory Commission, however, PGT 
said the proposed expansion would ‘‘complete the 
U.S. portion of the Western Leg of the ANGTS” and 


that the project would provide PGT’s customers 
access to Alaskan gas. 


The position of the U.S. sponsors only became 
directly linked to the related issue of the applicability of 
the 1980 Procurement Agreement through a letter 
written to the Acting Federal Inspector, Melvin Hurwitz, 
in January, 1990, by an official in charge of the pro- 
posed installation of a new Compressor Station 10 on 
Northern Border to enable it to transport increased 
Canadian imports. The letter from the company said 
the application for the compressor station “was not 
filed under ANGTA and did not purport to relate to, or 
be part of, the ANGTS prebuild because the economic 
justification and feasibility of the Station No. 10 addi- 
tion is not, in any way, dependent upon potential 
throughput of Alaskan gas. Accordingly, the ... addi- 
tion is not subject to the Principles (of the 1977 pipe- 
line agreement) or the 1980 (procurement) Proce- 
dures.” 


In response by letter of late March, 1990, to the invi- 
tation from Mr. Hurwitz to comment on this submis- 
sion, the Commissioner of the Northern Pipeline 
Agency, Donald W. Campbell, expressed his concern 
with regard to Northern Border’s contention that the 
Procurement Agreement did not apply to the proposed 
new compressor station facilities. 


(Replying the following month, Mr. Hurwitz said 
Northern Border had made it clear that it did not con- 
sider any part of its proposed expansion/extension 
plans formed part of the ANGTS. Given the consider- 
able judicial and regulatory advantage that sponsors 
enjoyed under the Alaska Natural Gas Transportation 
Act, “decisions concerning ANGTS status by a 
sponsor should be conclusive in most situations,” 
Mr. Hurwitz stated. “‘l see no reason why Northern Bor- 
der’s decision concerning its expansion and extension 
plans should be reconsidered.”’ 


(In a subsequent response in July, 1990, the Com- 
missioner requested the opportunity to have consulta- 
tions with U.S. representatives on the applicability of 
the 1980 Procurement Agreement as provided for both 
under that accord and under the 1977 Pipeline Agree- 
ment. In his report to Congress of August, 1990, the 
Acting Federal Inspector advised that he had had on- 
going discussions with the NPA regarding the applica- 
bility of the procurement procedures to the Eastern 
Leg of the ANGTS in the United States. He noted also 
that the Commissioner had requested consultations on 
the issue, which were scheduled to take place in Wash- 
ington the following month. As a result of those discus- 
sions, U.S. representatives subsequently agreed to 


refer the questions raised by Mr. Campbell for con- 
sideration by the Executive Policy Board, a body com- 
posed of senior officials from eight different federal 
departments and agencies that was established to pro- 
vide a source of advice on issues involving the 
ANGTS.) 


Operations of the Canadian and U.S. Regulatory 
Agencies Responsible for the Pipeline 


The increased pace of regulatory activities related to 
the pipeline that began in 1988-89 with the develop- 
ment of new plans by sponsors of the project for 
expansion and extension of existing facilities continued 
without abatement on both sides of the border during 
the past fiscal year. 


As noted earlier, the Northern Pipeline Agency 
remained engaged in fulfilling its regulatory respon- 
sibilities in connection with the planning and construc- 
tion of Compressor Station 393 on the Eastern Leg in 
Saskatchewan. Much of this task was overseen by 
Mr. Vollman, the Temporary Member of the National 
Energy Board who was first appointed as Administra- 
tor and Designated Officer under the provisions of the 
Northern Pipeline Act in December, 1988, until 
September, 1989. Mr. Vollman was subsequently reap- 
pointed for a three-year term. The Agency continued 
to be obliged to the National Energy Board for making 
available on a contractual basis the services of its staff 
as required to provide the NPA with all information and 
advice necessary to discharge its regulatory functions. 
Staff of the NEB also continued to provide administra- 
tive support services to the NPA. As in the past, the 
costs of all services provided by the Board have been 
billed to the Agency and are recovered subsequently 
from Foothills in the same manner as other NPA costs, 
as required under the Northern Pipeline Act. 


As noted in the previous annual report, G.E. 
Shannon, who became Commissioner of the Northern 
Pipeline Agency in June, 1988 — in addition to serving 


as Deputy Minister for International Trade and Associ- 
ate Under-Secretary of State for External Affairs, was 
posted to Geneva as of January 1, 1990, to become 
Canada’s Ambassador for Multilateral Trade Negotia- 
tions and Chief Negotiator. He was succeeded as 
Commissioner of the Agency on December 1, 1989, by 
Donald W. Campbell, who also was appointed Deputy 
Minister for International Trade and Associate Under- 
Secretary of State for External Affairs. 


During the year, the NPA’s counterpart agency in 
the United States continued to be directed by B. 
Melvin Hurwitz as Acting Federal Inspector. (In early 
October, 1990, President George Bush announced 
that it was his intention to nominate Michael Joseph 
Bayer as Federal Inspector. Mr. Bayer has had exten- 
sive experience in the energy field in both the private 
and public sector, serving most recently as Manager of 
Washington Operations for the Panhandle Eastern 
Corporation. Mr. Bayer’s appointment was subse- 
quently confirmed by the Senate in late October and 
he was sworn in early in November.) 


For the first time since 1982, Mr. Hurwitz in 
September, 1989, reactivated the Executive Policy 
Board (EPB), which — as was recalled earlier — is a 
body composed of senior officials from eight federal 
departments and agencies that was established to pro- 
vide advice on policy matters involving the planning 
and construction of the ANGTS. As he subsequently 
informed Congress in one of the OFI’s regular reports, 
Mr. Hurwitz stated at the opening session of the Board 
“that the time may be coming soon when North Slope 
gas is finally brought to market and that he believed it 
was important that this Board be in place and pre- 
pared to deal with ANGTS-related actions in an effi- 
cient manner.” (In June, 1990, members of the EPB 
took a trip to Alaska to observe existing petroleum 
operations there and to be briefed on various issues by 
representatives of a number of companies with an 
interest in Alaskan oil and gas development and by 
Alaskan state Officials. ) 
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Finance, Personnel and Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides for 
an annual audit of the accounts and financial transac- 
tions of the Agency by the Auditor General of Canada 
and for a report thereon to be made to the Minister. 
Section 14 of the Act requires the Auditor General’s 
report to be laid before Parliament together with the 
Minister's annual report on the operations of the 
Agency. To comply with these requirements, the report 
of the Auditor General of Canada on the accounts and 
financial transactions of the Northern Pipeline Agency 
for the year ended March 31, 1990, is reproduced as 
an appendix. 


Estimates for 1989-90 provided $412,000 and two 
person-years for the operation of the Agency. Expen- 
diture for the year totalled $210,000. At year-end, only 
three employees were on staff, of whom two were on a 
part-time basis. The National Energy Board provides 
finance and personnel services, for which the Agency 
reimburses the Board. 


Section 29 of the Northern Pipeline Act provides for 
recovery of the costs of the Agency from the company 
constructing the pipeline in accordance with regula- 
tions made under subsection 55(2) of the National 


Energy Board Act. During the year, $161,000 was 
recovered from Foothills in keeping with the provisions 
of the Northern Pipeline Act, of which $38,000 related 
to prior year costs. In addition, $30,000 in Yukon ease- 
ment fees were collected. All amounts were credited to 
the Consolidated Revenue Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a separate 
employer under Part Il of the Public Service Staff Rela- 
tions Act and is not subject to the Public Service 
Employment Act, the language policies and procedures 
established for other government departments and 
agencies have generally been applied. In addition, the 
Agency conforms as fully as possible with the provi- 
sions of the Official Languages Act. 


In order to allow members of the public to comment 
on the linguistic aspect of services provided, enquiries 
may be made by telephoning (613) 993-7466 or by 
writing to the Head Office of the Northern Pipeline 
Agency, Lester B. Pearson Building, 125 Sussex Drive, 
Ottawa, Ontario, K1A 0G2. 


homie soa Ge Ate a Ee » og” veo iis Z 
4 (or é if Th.) oe o> o a #6 2)6u0cr att (5 Stas 


fae mreit€) TIQUS GATS ¥ 
=i “i Cc) a4 macs eae 9 
er 2 ll sovieny 1 aD 
| | ai 028 Gta all 
¢ : : : 
t be ¢ ow) 7 " ; sion ~ 
—— - 7 ca. ; $ 
SVs r ‘Lia 
We leliee 4 E 
ti ality ov 
b ' ‘ a8 
7 ; ralere . a » 
nl ‘ i. 7 fw 
si ; ; ype Ac 
(Aw o 2 eww 


rth ail Petey) de 4 rea aD BS 
” q Te gg ol te ag 


my aie 
i i: "ny? ‘ wor A Wiech out 
a 


a 

(oom ao 

: : - 7 

‘. , 7 : 
a 
o1 


if 


Appendix 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR’S REPORT 


To the Minister responsible for the Northern Pipeline Agency 


| have examined the statement of expenditure and receipts of the Northern 
Pipeline Agency for the year ended March 31, 1990. My examination was made in 
accordance with generally accepted auditing standards, and accordingly included 
such tests and other procedures as | considered necessary in the circumstances. 


In my opinion, this statement presents fairly the expenditure and receipts of the 
Agency for the year ended March 31, 1990 in accordance with the accounting 
policies set out in Note 2 to the statement applied on a basis consistent with that 
of the preceding year. 


we ay 
D. Larry Meyers, F.C.A. 


Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
July 5, 1990 


NORTHERN PIPELINE AGENCY 


Statement of Expenditure and Receipts 


March 31, 1990 


1990 1989 
Expenditure (Note 3) 
Professional and special service $107,087 $ 47,168 
Salaries and employee benefits 79,763 116,086 
Rentals 15,149 38,938 
Travel and communications 3,f 12 5,248 
Information ro fal) 3,801 
Materiel and supplies 650 667 
Repair and upkeep 378 53 
210,449 211,961 
Receipts 
Recovery of costs from Foothills Pipe 
Lines Ltd. (Note 4) 160,756 238,975 
Easement fees 30,400 27,594 
Other recoveries 1,832 658 
192,988 267,227 
Excess of expenditures over receipts 
(Excess of receipts over expenditure) 


Approved by: 


bulb dCi 


$ 17,461 


$ (55,266) 


ee 


Commissioner sf Senior Financial Officer 


NORTHERN PIPELINE AGENCY 


Notes to Statement of Expenditure and Receipts 


March 31, 1990 


1. Authority and objective 


The Agency was established in 1978 by the Northern Pipeline Act (S.C. 1977- 
78, c. 20). The objective of the Agency is to facilitate the efficient and expeditious 
planning and construction of the Alaska Highway Gas Pipeline in a manner con- 
sistent with the best interests of Canada as defined in the Act. 


2. Accounting policies 
Expenditure 


Expenditure includes the cost of work performed, goods received or services 
rendered prior to April 1, except for the costs of the employees’ contingency and 
termination plans which are charged to expenditure in the year in which the 
employee leaves the Agency. Capital acquisitions are charged to expenditure in 
the year of purchase. Expenditure also includes any costs incurred on behalf of the 
Agency by government departments, except for contributions to employee benefit 
plans which are based on budgeted salary costs. All expenditures are financed by 
parliamentary appropriations and government departments which provided ser- 
vices without charge. 


Receipts 


Receipts are recorded on a cash basis and are credited to the Consolidated 
Revenue Fund. Recovery of costs from Foothills Pipe Lines (Yukon) Ltd. is based 
on quarterly billings. 


3. Expenditure 


Expenditure for the year was funded as follows: 


1990 1989 
Parliamentary appropriations 
Transport 
Vote 25 (Vote 85 in 1989)—Program 
expenditure $390,000 $356,000 
Statutory—Contributions to employee 
benefit plans 22,000 32,000 
412,000 388,000 
Amount not required ACM igelet | 176,039 
$210,449 $211,961 


15 


16 


4. Recovery of costs from Foothills Pipe Lines Ltd. 


1990 1989 
Costs recoverable for the year 
Expenditure for the year $210,449 $211,961 
* Adjustment in respect of employee 
benefits (12123) (18,967) 
Other recoveries (10) (658) 
Adjustment for non-recoverable costs (1,822) (902) 
196,494 191,434 
Prior year cost recovered in the current year ST. ol So,2i2 
Cost to be recovered in the following year (73,469) (SiS) 
$160,756 $238,975 


* The Agency’s share of employee benefits paid to the government for the cur- 
rent year, based on budgeted salary costs, has exceeded the actual employer's 
share. Costs recoverable for employee benefits have been adjusted to reflect a 
charge of 17.1% of actual salary expenditures. The latter percentage is in accord- 
ance with the Guide to the Costing of Outputs published by Treasury Board 
Canada in February 1989. 


5. Employees’ contingency and termination plans 


Contingency plan 


Senior and certain other key employees who remain with the Agency until com- 
pletion of their responsibilities and whose service exceeds two years are entitled to 
an allowance of 13% of accumulated salary received. Based on employees on 
strength who may become entitled to this benefit in the future, unpaid costs as at 
March 31, 1990 are estimated at $38,906 (1989—$33, 101). 


Termination plan 


On July 15, 1982, Treasury Board approved a termination plan for employees 
who are separated due to the reduction of activities announced on May 1, 1982. 
The amount of termination allowance is based on years of service and includes an 
amount for relocation as necessary. Based on projected terminations, unpaid 
costs, including relocation costs, as at March 31, 1990 are estimated at $22,400 
(1989—$22,400). 


6. Reduction of activities 


On May 1, 1982, the United States sponsors of the Alaska Highway Gas 
Pipeline and Foothills Pipe Lines Ltd. announced that the target date for comple- 
tion had been set back until further notice and all parties were to scale down their 
activities. 
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Ottawa, Ontario, 
December 31, 1991. 


Dear Sir, 


| present herewith the Annual Report of the Northern Pipeline Agency for 
the fiscal year ending March 31, 1991, together with the report of the Auditor 
General on the accounts and financial transactions of the Agency for the 
same period, for submission by you to Parliament as required under Sections 
13 and 14 of the Northern Pipeline Act. During this fiscal year, your 
predecessor, the Honourable Donald Mazankowski, served as Minister 
Responsible for the Northern Pipeline Agency. 


Yours sincerely, 


hip 4) Zig tier’ 


Donald W. Campbell, 
Commissioner, 
Northern Pipeline Agency. 


The Right Honourable Joe Clark, P.C., M.P., 
President of the Queen’s Privy Council, 
Minister Responsible for Constitutional Affairs, 
And Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 
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Overview 


Despite a significant weakening in U.S. gas mar- 
kets, sponsors of the Eastern and Western Legs of 
the Alaska Highway Gas Pipeline Project on both 
sides of the border continued to press ahead with 
plans for major expansions of their respective sys- 
tems during the 1990-91 fiscal year. 


In contrast to the I6 per cent increase that has 
taken place since 1986, demand for gas in the 
United States during the 1990 calendar year rose 
only fractionally to 532 billion cubic metres (18.8 tril- 
lion cubic feet — tcf). By early 1991, spot prices for 
natural gas had declined to historically low levels in 
real terms as a result of a variety of factors — abun- 
dant supplies, high inventories, unusually warm 
winter weather, the impact of economic recession 
and policies adopted by both federal and state regu- 
lators to promote increased competition in the indus- 
try. 


In the face of these adverse developments, Cana- 
dian gas exports to the United States fared well. The 
total during 1990 increased by more than 7 per cent 
to 40.7 billion cubic metres (1.44 tcf), amounting to 
some 7.7 per cent of total U.S. consumption. Since 
average export prices for Canadian gas remained 
essentially unchanged from the previous year, reve- 
nues increased by. around 6.5 per cent. 


The weakening of the gas market south of the 
border did nothing to encourage various projects 
aimed at tapping U.S. natural gas reserves located 
on the North Slope of Alaska and Canadian reserves 
in the Mackenzie Delta-Beaufort Sea Region. 


Plans for completing the second stage of what 
the United States terms the Alaska Natural Gas 
Transportation System (ANGTS) continued to remain 
on hold. A competing proposal by the Yukon Pacific 
Corporation to build the Trans-Alaska Gas System 
(TAGS) to begin exporting some |4 million tons a 


year of Prudhoe Bay natural gas in liquefied form 
from Valdez on the south shore by tanker to a 
number of Pacific Rim countries, which was originally 
slated to begin in 1997, was put off until at least the 
turn of the century because of insufficient markets. In 
addition, the approval of the project by the U.S. 
Department of Energy in November, 1989, was 
being challenged in the courts by the Canadian 
sponsor of the Alaska Highway Gas Pipeline, Foot- 
hills Pipe Lines Ltd., and the U.S. sponsor of the 
Alaskan segment of the ANGTS, the Alaska North- 
west Natural Gas Transportation Co. 


Representatives of a consortium of three owners of 
Canadian gas reserves in the Mackenzie Delta and 
three pipeline companies that originally planned to 
begin shipping gas to southern markets as early as 
1996 have also indicated that the project is unlikely 
to be operational at least before the turn of the cen- 
tury because of unfavourable market conditions. In 
October, 1989, Foothills Pipe Lines submitted a pro- 
posal to build a pipeline from the Delta along the 
Mackenzie Valley to Boundary Lake in the vicinity of 
Northern British Columbia and Alberta, which it 
planned to link with the Alaska Highway Gas Pipe- 
line through a 656 km (407 mi) extension from the 
present terminus of the prebuilt segment of the 
system at Caroline, Alberta. A subsequent agree- 
ment signed in March, 1991, by the six members of 
a consortium formed to build a pipeline to the South, 
which included Foothills, left open the question as to 
the design and route of the delivery system that 
would be proposed. 


Notwithstanding current unfavourable market condi- 
tions, sponsors of projects designed to tap U.S. and 
Canadian Arctic gas reserves remained confident 
that they would become viable over the longer term. 
In part, their confidence was bolstered by recent 
amendments to the U.S. Clean Air Act and further 
legislative changes in prospect to implement parts of 


the Bush Administration’s National Energy Strategy 
that together have the effect of encouraging substan- 
tially increased gas consumption in an effort to 
reduce adverse environmental impacts. 


As reported in last year’s annual report, proposals 
for expanding the capacity of the Eastern and West- 
ern Legs of the Alaska Highway Gas Pipeline on 
both sides of the border provide for a more than 
doubling the throughput of Canadian gas — mostly 
for export, directly or indirectly — from some 37.25 
million cubic metres per day (1.3 billion cubic feet 
per day — bcf/d) to 77.11 million cubic metres (2.7 
bcf/d). The plans of Canadian and U.S. sponsors for 
expanding the capacity of the Western Leg to pro- 
vide for substantially increased Canadian gas deliv- 
eries to California and the Pacific Northwest states 
came into conflict with a competing project proposed 
by Altamont Gas to export up to 19.8 million cubic 
metres daily (700 million cubic feet a day - mmcf/d) 
to California markets through a new pipeline system. 
The sponsors proposing expansion of the Eastern 
and Western Legs also found themselves confronted 
by a number of regulatory hurdles, some of them 
raised by Altamont in the case of the proposed 


expansions in Canada of the Eastern and Western 
Legs. 


In 1980, the Canadian and U.S. governments 
entered into a Procurement Agreement designed to 
ensure that potential suppliers in each country had a 
fair opportunity to compete for the purchase by the 
pipeline sponsors on both sides of the border of cer- 
tain designated items — mainline pipe, compressor 
units and large valves and fittings. The previous 
annual report outlined the nature of the concerns of 
the Northern Pipeline Agency that although the pro- 
visions of that Agreement were being implemented in 
the case of expansions of the prebuild in Canada, 
there appeared to be no disposition in the United 
States to reciprocate in the case of planned expan- 
sions south of the border. As explained later, this 
issue continued to be the subject of discussion by 
the Agency with its U.S. counterpart, the Office of 
the Federal Inspector, during the 1990-91 fiscal year. 


Those wishing further information about the scope 
of the Alaska Highway Gas Pipeline Project, the pro- 
posed route of the pipeline, and/or the role of the 
Northern Pipeline Agency are referred to NPA 
annual reports for 1978-79 to 1984-85. 


Major Developments Involving The 
Alaska Highway Gas Pipeline Project 


The Prebuild 


At the time that the U.S. and Canadian govern- 
ments signed the 1977 agreement to join forces in 
facilitating the planning and construction by private 
sponsors of a pipeline to transport American natural 
gas from Prudhoe Bay on the North Slope of Alaska 
to the lower 48 states, it was generally agreed that it 
would be desirable to ‘“‘prebuild’” the Western and 
Eastern Legs that would distribute the fuel to the 
western and mid-western regions of the continent. 


The prebuild, which commences at Caroline, 
Alta — 105 km (63 mi) north of Calgary — consists 
of two legs stretching for a total distance of 2 992 
km (1,858 mi). These Eastern and Western Legs 
were completed and became operational in the early 
1980s for the initial purpose of transporting surplus 
Canadian gas to U.S. markets. Plans for completion 
of the second stage of the system north to Prudhoe 
Bay have remained suspended ever since, as noted 
earlier, because of deteriorating market conditions 
that made the project economically unviable. 


By the late 1980s, however, a growing U.S. 
demand for gas and a steady decline in the domes- 
tic surplus, led major U.S. gas consumers and dis- 
tributors to look increasingly to Canada as a source 
of additional long-term supplies. In particular, plans 
were formulated by the respective sponsors for 
expanding the capacity of the Eastern and Western 
Legs of the Alaska Highway Gas Pipeline as an eco- 
nomicai means of delivering substantially increased 
Canadian gas to U.S. markets in California, the 
Pacific Northwest and the mid-western states. Fol- 
lowing is an outline of some of the more significant 


developments that have occurred since the NPA’s 
last annual report. 


The Western Leg 
— U.S. Developments 


In the fall of 1989, the sponsors of the Western 
Leg of the ANGTS in the United States, the inter- 
state Pacific Gas Transmission Co. (PGT) and its 
parent intrastate California company — Pacific Gas 
and Electric (PG&E) — submitted applications to the 
Federal Energy Regulatory Commission (FERC) and 
the California Public Utilities Commission (CPUC), 
their respective regulators, to increase the existing 
capacity of the ANGTS system of 8.5 million cubic 
metres a day (300 mmcf/d) by some 26.4 million 
cubic metres a day (932 mmcf/d). They proposed to 
achieve this increase through the addition of 1 400 
km (845 mi) of loops to their existing systems at an 
estimated cost of $1.5 billion (U.S.) 


As previously reported, the CPUC in February, 
1990, conditionally approved the PG&E application 
that was subject to its jurisdiction and in January, 
1991, the FERC conditionally approved the applica- 
tion of the interstate PGT pipeline. At about the 
same time, the two regulatory bodies also condition- 
ally approved the essentially competing application 
by the Altamont Gas Transmission Co. to build a 
1 000 km (620 mi) pipeline from the Canadian 
border near Port of Wild Horse, Montana, to join with 
Kern River Gas Transmission Co. at Opal, Wyoming, 
for the delivery of up to 20.8 million cubic metres of 
Canadian gas daily (736 mmcf/d) to California and 
other western markets. Both regulators indicated that 


they intended to leave it to the market to determine 
which of these proposals, as well as other supply 
projects utilizing domestic U.S. gas, would attract the 
financing required to proceed. 


(In early August, 1991, FERC issued a final certifi- 
cate authorizing the expansion of the PGT portion of 
the Western Leg in the United States. At the same 
time, however, the federal regulatory body declined 
to permit construction to commence until PGT had 
eliminated or justified an alleged “tying arrangement” 
with its parent company, PG&E. At issue basically 
was a requirement that the California state regulatory 
body imposed on PG&E with respect to tolls that the 
FERC considered potentially discriminatory and con- 
ducive to reduced competition. In October, the FERC 
agreed to remove this last hurdle. 


(In late August, 1991, Altamont announced that it 
had accepted the terms of the certificate granted by 
the FERC and indicated it was ready to proceed with 
the $580 million (U.S.) project. The vital question 
that remained to be determined, however, was 
whether firm financing was available with which to 
fund either or both projects proposed by PGT and 
Altamont. 


(In early September, 1991, the competition took on 
a new complexion with the announcement that 
TransCanada PipeLines Ltd. had reached an agree- 
ment to acquire PGT from the parent PG&E and pur- 
chase PGT’s 49 per cent interest in Alberta Natural 
Gas Co. Ltd. (ANG) for a price of between $330 mil- 
lion to $400 million (Cdn). ANG operates the pipeline 
in South B.C. that transports Alberta gas from the 
Alberta/B.C. border for delivery to PGT at Kingsgate, 
B.C.. The company also has a 49 per cent interest 
in the Foothills subsidiary operating in South B.C., 
which currently has four loops on the ANG system, 
the latter providing the compression required for the 
delivery of 5.8 million cubic metres a day (240 
mmcf/d) via the Western Leg of the Alaska Highway 
Gas Pipeline. In addition, TransCanada announced 
that it was also discussing the separate purchase of 
another affiliate, the Alberta and Southern Gas Co., 
which is the Canadian gas purchasing arm of PG&E. 
TransCanada, already one of the largest North 
American pipelines, was engaged in a $2.5-billion 
expansion of its own system at the time it agreed to 
purchase PGT and take on its more than $800-mil- 
lion share of the proposed expansion of the U.S. 
Western Leg.) 
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— Canadian Developments 
The Altamont Legal Challenge 


As noted in the annual report for the last fiscal 
year, Foothills and Alberta Natural Gas in May, 
1990, submitted applications to the Northern Pipeline 
Agency and the National Energy Board, respectively, 
for authorization to undertake an integrated expan- 
sion of the capacity of the Western Leg in South 
B.C.. This would result in an increase in capacity of 
some 26.4 million cubic metres daily (932 mmcf/d) 
from the current limit of 6.8 million Cubic metres a 
day (240 mmef/d). Foothills proposed to join together 
its four existing loops on the ANG system with the 
installation of another 77.1 km (47.9 mi) of 1 067 
mm (42-inch) pipe. ANG’s application proposed the 
installation of three new compressor units and modi- 
fications to existing units. 


In late July, 1990, Altamont Gas Transmission Co. 
submitted a notice of its objection to the Foothills 
application to the NPA on two grounds, both of 
which had implications not only with respect to the 
expansion of the Western Leg, but also with respect 
to Foothills’ proposed expansion of the Eastern Leg. 
As previously indicated, Altamont had by that time 
submitted an application to U.S. authorities for 
authorization to construct a pipeline for the import of 
Canadian gas that was competitive with the pro- 
posed expansion of the Western Leg of the ANGTS. 


First, Altamont contended that the company’s 
application to the Agency for authorization to expand 
the capacity of the Western Leg in South B.C. under 
the provisions of the licence granted as part of the 
Northern Pipeline Act was invalid because it was 
intended to facilitate the increased throughput over a 
long term of Canadian gas, an undertaking that was 
unrelated to the purposes of the Alaska Highway 
Gas Pipeline certificated by Parliament. For this 
reason, Altamont maintained, Foothills’ application 
should come under the jurisdiction of the National 
Energy Board, not the Northern Pipeline Agency. 


Second, Altamont argued that before Foothills 
could undertake further expansion of the prebuild it 
was required under the provisions of Condition |2 of 
Schedule III of the Northern Pipeline Act to establish 
that financing had been obtained for the whole of the 
portion of the Alaska Highway Gas Pipeline remain- 
ing to be built in Canada, rather than financing just 
for the proposed expansion of the prebuild. “There is 
no such financing and, thus, no proof of financing,” 
Altamont stated in its letter of objection. 


In response to the issues raised by the company, 
the Board and the Agency invited comments from a 
wide range of potentially-interested parties, as well 
as from Foothills and ANG. In mid-February, 1991, 
the Board and the Agency each responded to the 
issues raised by Altamont. Both dismissed its con- 
tention that the proposed expansion by Foothills of 
the Western Leg in South B.C. was beyond the 
scope of the certificate granted by Parliament under 
the Northern Pipeline Act and concluded that the 
planned project lawfully came under the jurisdiction 
of the NPA. Responding on behalf of the Agency, 
Kenneth Vollman, Administrator and Designated Offi- 
cer of the NPA, noted that the additional pipe Foot- 
hills proposed to install followed the route of the 
system certificated by Parliament. Moreover, as the 
company stated, the additional pipe “essentially com- 
pletes the pipeline portion of the Foothills (South 
B.C.) segment of the pipeline’ as contemplated in 
the original System Design Report, Mr. Vollman 
pointed out. In addition, the expanded facilities would 
be available ultimately to transport both U.S. and 
Canadian Arctic gas supplies. Finally, he noted that 
the right of the federal government to authorize con- 
struction of the prebuild for the initial purpose of 
transporting Canadian gas to U.S. markets was 
upheld by the B.C. Supreme Court when it was chal- 
lenged in the case of Waddell v. Governor in Council 
(1984). In his ruling, Mr. Justice Lysyk found that 
“there is nothing in the legislation which would 
appear to preclude staged construction of the north- 
ern pipeline being matched by staged financing.” 


With regard to the second point raised by Altam- 
ont, that related to financing, Mr. Vollman concluded 
that the company had made a persuasive case. 
Essentially, he agreed with Altamont’s contention 
that Condition 12 of Schedule Ill of the Act required 
Foothills to satisfy both the Board and the Minister 
responsible for the NPA that financing had been 
obtained “for the northern section” — _ an interpre- 
tation that Foothills strongly contested. At the same 
time, the Designated Officer rejected Altamont’s 
request that consideration of Foothills’ application be 
stayed until, among other things, it had complied 
with the requirements of Condition 12. Mr. Vollman 
conciuded that the issue raised by Altamont was at 
that stage hypothetical. Only after the NPA had 
approved in principle the expansion of facilities pro- 
posed by Foothills would the sponsoring company be 
required to meet a variety of other requirements, 
including the financing provisions laid down in Condi- 
tion 12. For its part, the National Energy Board said 
that it had in particular read the findings and deci- 
sions of the NPA with respect to the issue relating to 
Condition 12 raised by Altamont and concurred with 
them. 


At the end of February, Foothills wrote jointly to 
the Board and the Agency to request that either the 
NEB or the Designated Officer approve an amend- 
ment to the Condition, as either is empowered to do 
under Section 21 (4) of the Northern Pipeline Act, to 
remove any uncertainty with respect to the financing 
requirements. The effect of the proposed amendment 
was to stipulate that before commencing any addi- 
tions to the pre-built sections of the pipeline in South 
B.C., Alberta and Saskatchewan, Foothills would be 
required to satisfy the Minister and the Board that 
financing had been obtained. This would eliminate 
any obligation on the company to establish in 
advance the availability of financing for the balance 
of the proposed line that would run northward from 
the prebuild to the Alaska-Yukon border. 


Once again the Board invited written submissions 
from a large number of potentially-interested parties 
with respect to the amendment to Condition 12 pro- 
posed by the Canadian sponsor of the project. Of 
the 30 parties that responded, all but two supported 
the proposed amendment to Condition 12. Those 
objecting were Altamont and Amoco Canada Petro- 
leum Co. Ltd., which is a partner in the Altamont 
project. 


(In mid-May, 1991, the Board approved the 
amendment to the financing provision proposed by 
Foothills. “In summary,” the NEB said in its Reasons 
for Decision, “the Board views the proposed amend- 
ment as a reasonable and practical approach to 
ensuring that the goals as enunciated in the NPAct 
remain achievable over time and that Foothills 
remains committed to the completion of the overall 
project.” In July, the Board’s order was approved by 
the Governor in Council in keeping with the require- 
ments of the Northern Pipeline Act. 


(In late June, prior to the Governor in Council’s 
approval of the amendment to Condition 12, Altam- 
ont filed an application with the Trial Division of the 
Federal Court of Canada under Section 18 of the 
Federal Court Act requesting a Special Sitting of the 
Court. The company asked the Court to consider its 
submission that both the Board and the Northern 
Pipeline Agency lacked the jurisdiction to authorize 
the Foothills expansion in South B.C. to proceed 
under the provisions of the Northern Pipeline Act, 
which included the amendment to the financing pro- 
vision. Provisionally, the Court set aside three days 
for a hearing of Altamont’s application in late Janu- 
ary, 1992. This application was later withdrawn.) 


Competing Proposals 


Throughout the fiscal year and beyond, there were 
few developments directly involving the joint project 
proposed to the Board and the NPA by Foothills and 
Alberta Natural Gas Co. Ltd. (ANG) as a result of 
the focus on legal issues raised by Altamont and a 
still-outstanding request for information from the 
Board to ANG regarding the demand and supply of 
gas related to its proposed expansion. 


(The outlook for the Western Leg expansion 
became clouded, however, as a result of efforts by 
the California Public Utilities Commission to require 
Pacific Gas and Electric to implement a system 
termed “capacity brokering” for the alleged purpose 
of increasing competition in the gas industry. The 
CPUC directives raised the possibility of a jurisdic- 
tional dispute with the FERC, the federal regulatory 
agency that has authority over the PGT part of the 
system south of the border that transports Canadian 
gas to PG&E at the California border. In addition, the 
moves by the CPUC also led PG&E’s marketing 
arm, Alberta and Southern, to seek to renegotiate 
the provisions of long-term contracts with Alberta 
producers that were concluded in 1988, a move that 
was strongly disputed both by the producers and the 
provincial government. 


(The proposed expansion of the Western Leg in 
Canada substantially to increase exports of Cana- 
dian gas via the PGT/PG&E part of the system in 
the United States became caught up in the dispute 
as a result of an application filed by the Canadian 
Petroleum Association (CPA) with the National 
Energy Board. The Association in late May, 199, 
called on the Board to declare that the actions of the 
CPUC were contrary to the intent of Canadian and 
U.S. energy policy, the market-based procedures 
both regulatory agencies had agreed to follow, the 
NEB‘s issuance of a gas export licence in 1988 that 
was predicated on the terms of the underlying con- 
tracts, and the bilateral Free Trade Agreement. In 
addition, the CPA asked the Board to stipulate that, 
before approving any future exports over the 
PGT/PG&E system, it would have to be satisfied that 
gas sold by Alberta and Southern would be in com- 
pliance with the gas export licence. In early July, the 
Board invited written submissions on the question as 
to whether there should be a review of the issues 
raised by the Association and, if so, what form such 
review should take. The CPA had requested that 
these issues be examined in a public hearing. 
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(In late July, Altamont Gas Transmission Canada 
Ltd. (Altamont Canada) filed an application with the 
Board seeking authorization to construct a 300-metre 
pipeline to connect the proposed U.S. pipeline facili- 
ties of the Altamont Gas Transmission Co. with the 
NOVA pipeline system at the Alberta-Montana 
border. Altamont Canada claimed many strategic 
advantages for its pipeline. “Above all,” it told the 
Board, “the vision of the Altamont project is to 
enable Canadian producers to access markets in 
southern California without the threat of state regula- 
tory interference and without jeopardizing existing 
markets for Canadian gas such as, for example, the 
northern California markets.” The company argued 
that authorization of both its project and the pro- 
posed expansion of the Western Leg could lead to 
the construction of redundant facilities. To avoid that 
possibility, Altamont Canada asked the Board to hold 
a comparative hearing on the two projects. 


(In August, the Board turned down the request of 
the Canadian Petroleum Association that it defer 
consideration of the ANG application until it had 
completed consideration of its own application. By 
letter, the NEB advised the Association that it pro- 
posed to consider the ANG submission “on its own 
merits’, which it considered “would not prejudice the 
fair disposition’ of the CPA’s application. At the 
same time, the Board dismissed Altamont Canada’s 
request for a comparative hearing on its and ANG’s 
applications, indicating instead that it intended to 
consider the ANG expansion proposal on its own 
merits through a written hearing. In September, the 
NEB issued directions on procedure with respect to 
the conduct of that hearing, which provided for ANG 
to file responses to the submissions of interested 
parties by late December, 1991. 


(Shortly after the Board made public its proposed 
procedures for reviewing the ANG application and its 
earlier rejection of a comparative hearing as 
requested by Altamont, Alberta’s Minister of Energy, 
the Honourable Rick Orman, indicated publicly that 
the government would use its authority over the 
removal of gas from the province to enable only one 
project to proceed. Subsequently, however, he 
announced that he would ask Alberta’s Energy 
Resources Conservation Board to conduct a hearing 
to gather relevant information only on the two pro- 
jects. At the same time, however, he expressed his 
hope that the final decision would be determined by 
market forces rather than by government.) 


The Eastern Leg 
— U.S. Developments 


As indicated in the Agency’s last annual report, 
Northern Border Pipeline Co. Ltd., sponsor of the 
Eastern Leg of the ANGTS in the United States, filed 
a new application in June, 1990, with the Federal 
Energy Regulatory Commission to expand and 
extend its system, replacing a previous application of 
1987. It was also reported that Northern Border was 
engaged in a controversy with the Natural Gas Pipe- 
line Co. of America, which proposed to acquire a 
connection with Northern Border at its existing termi- 
nus, Ventura, lowa. Northern Border subsequently 
petitioned the FERC to resolve the dispute, a 
request that was overtaken by yet another applica- 
tion submitted by the company in January, 199l, that 
involved an agreement with Natural. 


The revised application provided for Northern 
Border’s purchase of Natural’s existing Station 109 
Pipeline extending for 238 km (147 mi) from Ventura 
to Harper, lowa. In return, Natural would receive the 
right to connect with the Northern Border Pipeline at 
Ventura and to obtain firm capacity in the Station 109 
Line of 7 million cubic metres per day (250 mmcf/d). 
In addition, the pipeline would be further extended 
from Harper to Tuscola, Ill., a distance of 374 km 
(231 mi). In all, the existing and extended system 
would stretch for a distance of 1 944 km (1,200 mi) 
and be capable of delivering an additional 21.24 mil- 
lion cubic metres of gas daily (750 mmcf/d). Accord- 
ing to its application, some 78 per cent of the pro- 
posed new gas volumes to be transported through 
the system, 11.44 million cubic metres daily (404 
mmcf/d), would be imported from Canada. 


(In June, 1991, The Federal Energy Regulatory 
Commission issued an Order on Application that had 
the effect of dismissing Northern Border’s application 
within 30 days if the company failed to file further 
information required to demonstrate that a sufficient 
market existed to support the extension of the 
system to Tuscola. The following month, Northern 
Border filed a request with the FERC for a limited 
rehearing to consider an amendment to its applica- 
tion under which it would continue to acquire 
Natural’s line to Harper but for the present defer fur- 
ther extension of the system to Tuscola.) 


— Canadian Developments 


As noted earlier, the legal challenge posed by 
Altamont with regard to the question of the NPA’s 
jurisdiction and the provisions of Condition 12 of 
Schedule Ill of the Northern Pipeline Act regarding 
financing was directed at the proposed expansion of 
the Western Leg in South B.C. of the Alaska High- 
way Gas Pipeline, but appeared to raise issues that 
applied with equal force to the Eastern Leg. 


In December, 1990, Foothills applied to the Desig- 
nated Officer of the NPA for adoption of its proposed 
Addendum 5 to the System Design Report to provide 
approval in principle to its plan to construct two new 
compressor stations in Alberta in order to increase 
the capacity of the Eastern Leg in Alberta by 16.35 
million cubic metres a day (577 mmcf/d). Foothills 
said the increased capacity was required to meet a 
request from NOVA for firm transportation of this 
additional quantity beginning in November, 1992. 
The two new Alberta stations, Numbers 363 and 
365, would be located near Beiseker and at Gem, 
respectively. Foothills proposed also to modify its 
existing Station, 367, at Jenner, Alta. In addition, the 
company applied to the National Energy Board for 
authority to add a partial third train to the two 
already installed as part of new decompres- 
sion/recompression facilities located at the liquid gas 
extraction plant at Empress, which were required to 
accommodate a previously-authorized increase in 
operating pressures on the Eastern Leg in Alberta 
following its desegregation from the NOVA pipeline 
system. 


(In mid-April, 1991, the NPA’s Designated Officer, 
Mr. Vollman, approved Addendum 5 to the System 
Design Report submitted by Foothills. In June, the 
NEB authorized Foothills to proceed with the addition 
to its decompression/recompression facilities. And in 
July, following the approval by the Governor in 
Council of the amendment to the provisions of Con- 
dition 12 of Schedule Ill of the Northern Pipeline Act, 
the NEB and the Commissioner of the NPA, Donald 
W. Campbell, acting on behalf of the Minister, con- 
cluded that Foothills had provided satisfactory proof 
that financing was available for the proposed expan- 
sion of the Eastern Leg in Alberta.) 


Mackenzie Delta Gas Reserves 


In August, 1989, the National Energy Board 
approved the applications by Esso, Gulf and Shell to 
export 260 billion cubic metres (9.2 tcf) of Canadian 
gas from the Mackenzie Delta over a 20-year period 
beginning as early as 1996. In the NPA’s previous 
annual report, it was noted that in February, 1990, 
the Hon. Jake Epp, Minister of Energy, Mines and 
Resources, advised the NEB Chairman, Roland 
Priddle, that the necessary government approval of 
the export licences would be withheld until it was 
satisfied that the Board had complied with the fed- 
eral Environmental Assessment and Review Guide- 
lines in keeping with the jurisprudence established 
by two earlier court decisions. Subsequently, the 
Chairman advised the Minister that the Board 
intended to carry out an environmental screening of 
the proposed gas production facilities. At the time of 
writing the current report, however, the conclusion of 
that environmental review remained outstanding 
because of uncertainty created by yet another court 
ruling that raised questions about the extent of the 
Board’s authority in the case of environmental mat- 
ters. 


The application to the Board by Foothills to con- 
struct a proposed Mackenzie Valley Pipeline to 
transport Delta gas to a point near Boundary Lake 
near the northern border of B.C. and Alberta and 
then connecting with an extension of the Alaska 
Highway Gas Pipeline from its present starting point 
at Caroline, Alta., continues to remain in abeyance 
pending the submission of additional information. It 
appeared possible, however, that the project as pro- 
posed could be overtaken by subsequent events. 


In mid-March, 1991, it was announced that a con- 
sortium of six companies had signed a Statement of 
Principles to provide a basis for planning the devel- 
opment of a pipeline to transport gas from the Delta 
Region to southern markets. The consortium con- 
sists of the three major owners of Delta gas — Esso 
Resources Canada Ltd., Shell Canada Ltd., and Gulf 
Canada Resources Ltd. — and three pipeline com- 
panies — Interprovincial Pipeline Co., Polar Gas and 
Foothills, which put forward the original pipeline pro- 
posal. In announcing the signing of the Statement of 
Principles, the consortium said that no decision had 
been taken on the submission of an application to 
regulatory authorities. Nor did the companies indi- 
cate what their respective positions might be with 
respect to the ownership and management of the 
prospective pipeline. 
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implementation of the Bilateral Procurement 
Agreement 


In 1980, the Canadian and U.S. governments 
entered into an accord designed to help achieve one 
of the undertakings of the 1977 agreement between 
the two countries with respect to the planning and 
construction of the proposed northern gas pipeline 
from the North Slope of Alaska to the western and 
mid-western areas of the lower 48 states. That 
involved the responsibility each government 
assumed under the agreement to ensure that the 
supply of goods and services for this massive project 
would be obtained “on generally competitive terms”. 


The 1980 Procurement Agreement established a 
process covering the bid lists, specifications and rec- 
ommendations of sponsors to purchase certain des- 
ignated items -— mainline pipe, compressor units 
and large valves and fittings, a process that was 
aimed at ensuring that procurement was carried out 
on a generally competitive basis and that potential 
suppliers in both countries had a fair opportunity to 
participate. 


The previous annual report outlined the concern 
that the Northern Pipeline Agency had conveyed to 
its U.S. counterpart, the Office of the Federal Inspec- 
tor, that while Canada had proceeded to implement 
the procurement process in connection with expan- 
sions of the prebuild begun in the late 1980s, there 
appeared to be no disposition to do so in the case of 
planned expansions of the system south of the 
border. The matter was brought to a head in a letter 
to the then-Acting Federal Inspector, Melvin Hurwitz, 
from Northern Border contending that a new com- 
pressor station the company proposed to install on 
the Eastern Leg in the United States was not part of 
the ANGTS and, therefore, not subject to the provi- 
sions of either the 1977 Pipeline Agreement or the 
1980 Procurement Agreement between the two 
countries. 


In response to the concerns expressed by the 
Commissioner of the Northern Pipeline Agency in a 
letter to the Acting Federal Inspector, Mr. Hurwitz 
said that since Northern Border had elected not to 
seek authorization for the proposed expansion under 
the Alaska Natural Gas Transportation Act, and thus 
had forgone the considerable judicial and regulation 
advantages available under that legislation, “deci- 
sions concerning ANGTS status by a sponsor should 
be conclusive in most situations.” In response, Mr. 
Campbell sought consultations on the issue as pro- 


vided for under the two bilateral agreements. During 
the course of a subsequent meeting in Washington 
in early September, 1990, Mr. Hurwitz indicated he 
was prepared to consult the Executive Policy Board, 
an advisory body composed of senior officials from a 
number of different U.S. departments and agencies, 
on the desirability of seeking voluntary compliance 
with the provisions of the Procurement Agreement by 
the prebuild sponsors. 


This proposal was never acted on prior to the 
nomination by the President and subsequent confir- 
mation by the Senate of Michael J. Bayer as Federal 
Inspector in October, 1990. In a letter to the new 
Federal Inspector shortly following his appointment, 
Mr. Campbell outlined his concerns with respect to 
the lack of reciprocity on the U.S. side in implement- 
ing the procurement provisions with respect to pro- 
posed expansions of the prebuild south of the 
border. The Commissioner advised his U.S. counter- 
part that he was initiating the procurement process in 
the case of a proposed expansion of the Eastern 
Leg in Alberta in order to provide him with the oppor- 
tunity to consider this issue, but at the same time 
stipulated that he did so without prejudice, reserving 
the right to terminate the process at any time if it 
appeared that the United States were not prepared 
to reciprocate. At a subsequent meeting in Ottawa in 
late February, 1991, the Federal Inspector raised the 
possibility of entering discussions with the U.S. spon- 
sors of the Western and Eastern Legs about comply- 
ing voluntarily with the provisions of the Procurement 
Agreement. 


(In early April, 1991, Mr. Bayer wrote to the Com- 
missioner to initiate the procurement process in the 
case of large valves and fittings to be purchased by 
PGT/PG&E following an agreement in principle by 
the sponsors of the Western Leg in the United 
States to meet the Federal Inspector’s request. By 
that time, however, procurement had been com- 
pleted for all of the mainline pipe and compressor 
units required for the expansion. It also became evi- 
dent that PGT/PG&E had virtually completed the bid 
process for large valves and fittings when the North- 
ern Pipeline Agency was invited to comment on the 
specifications and proposed bid list, with the result 
that there was no opportunity to consider the inclu- 
sion of potential Canadian suppliers suggested by 
the Agency. 


(In his first report as Federal Inspector to the Pres- 
ident and Congress, Mr. Bayer referred, among other 
things, to the issue that had been raised with respect 
to procurement. He noted that in both cases the 
sponsors of the proposed expansions had sought 
regulatory authorization under the provisions of the 


Natural Gas Act, rather than the Alaska Natural Gas 
Transportation Act — which requires compliance by 
sponsors with the Procurement Agreement. How- 
ever, the Federal Inspector said that since each of 
the proposed projects substantially tracked the 
planned second phase of the two legs, he had 
requested and the sponsors had agreed that, “wher- 
ever feasible, the procurement activities for this proj- 
ect will be processed in a manner that will substan- 
tially address the objectives of the reciprocal 
procedures, which were adopted by the United 
States and Canada for the procurement of specified 
items ...” Mr. Bayer pointed out that the matter of 
procurement with respect to the proposed expan- 
sions of the Eastern and Western Legs had been the 
subject of consultations between the OFI and the 
NPA and stated that at that point the question had 
been “resolved to our mutual satisfaction”. 


(In a subsequent exchange of correspondence in 
late August and early September, 1991, the Federal 
Inspector requested that consultations be held with 
respect to a document dealing with the evaluation of 
Canadian benefits of procurement for the pipeline in 
Canada, which was included in the specifications 
issued by the Canadian sponsor for large valves and 
fittings required as part of the proposed expansion of 
the Eastern Leg north of the border. For his part, Mr. 
Campbell indicated that, from a Canadian perspec- 
tive, Mr. Bayer’s contention that the procurement 
issue had been resolved to the satisfaction of both 
sides rather overstated the case, particularly given a 
number of unanswered questions concerning the 
status of procurement of designated items for the 
Eastern Leg expansion in the United States. The 
Commissioner welcomed a meeting at their earliest 
convenience for the purpose of mutual consultations 
on their respective concerns.) 


Operations of the Canadian and U.S. Regulatory 
Agencies Responsible for the Pipeline 


In Canada, the main focus of the Northern Pipeline 
Agency during the fiscal year was on matters out- 
lined earlier in this report — the proposed expan- 
sions of the Eastern and Western Legs, the legal 
issues raised by Altamont in connection with those 
undertakings, and the bilateral implementation of the 
1980 Procurement Agreement. 


Donald W. Campbell served as Commissioner of 
the NPA in addition to his duties as Deputy Minister 


for International Trade and Associate Under-Secre- 
tary of State for External Affairs. Kenneth W. Voll- 
man, a Temporary Member of the National Energy 
Board, also served as Administrator and Designated 
Officer of the Agency. 


(On April 21, 1991, The Right Honourable Joe 
Clark, for a number of years the Secretary of State 
for External Affairs, was appointed President of the 
Privy Council and Minister responsible for Constitu- 
tional Affairs. In addition to the special responsibili- 
ties assigned to him with respect to constitutional 
matters, as President of the Privy Council he also 
became Minister responsible for the Northern Pipe- 
line Agency. Mr. Clark succeeded The Honourable 
Don Mazankowski, the Deputy Prime Minister — 
previously Minister of Agriculture, President of the 
Privy Council and Minister responsible for the 
NPA — who was appointed Minister of Finance.) 


The Agency remained obligated to the National 
Energy Board for making available on a contractual 
basis the services of its staff to provide the Agency 


with all of the technical information and advice it 
required to discharge its regulatory responsibilities. 
Staff of the NEB also continued to provide adminis- 
trative support services to the NPA. As in the past, 
the costs of all services provided by the Board have 
been billed to the Agency and are recovered subse- 
quently from Foothills in the same manner as other 
NPA costs, in keeping with the requirements of the 
Northern Pipeline Act. 


(In early September, 1991, the head office of the 
National Energy Board was moved from Ottawa to 
Calgary at the direction of the federal government. It 
is anticipated that NEB staff will continue to provide 
support services to the Agency as required.) 


As previously reported, Michael Bayer was nomi- 
nated by President Bush and confirmed by the 
Senate in October, 1990 as Federal Inspector, his 
Office being the counterpart of the Northern Pipeline 
Agency. Mr. Bayer took over from Melvin Hurwitz, 
who for some years served as Acting Federal 
Inspector. 


Finance, Personnel and Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides 
for an annual audit of the accounts and financial 
transactions of the Agency by the Auditor General of 
Canada and for a report thereon to be made to the 
Minister. Section 14 of the Act requires the Auditor 
General’s report to be laid before Parliament 
together with the Minister’s annual report on the 
Operations of the Agency. To comply with these 
requirements, the report of the Auditor General of 
Canada on the accounts and financial transactions of 
the Northern Pipeline Agency for the year ended 
March 31, 1991, is reproduced as an appendix. 


Estimates for 1990-91 provided $530,000 for the 
operation of the Agency. Expenditure for the year 
totalled $308,000. At year-end, only one full-time 
employee was on staff. The National Energy Board 
provides administrative support as well as technical 
information and advice, for which the Agency reim- 
burses the Board. 


Section 29 of the Northern Pipeline Act provides 
for recovery of the costs of the Agency from the 
company constructing the pipeline in accordance 
with regulations made under subsection 55(2) of the 


National Energy Board Act. During the year, 
$268,000 was recovered from Foothills in keeping 
with the provisions of the Northern Pipeline Act, of 
which $73,000 related to prior year costs. In addition, 
$30,400 in Yukon easement fees were collected. All 
amounts were credited to the Consolidated Revenue 
Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a sepa- 
rate employer under Part Il of the Public Service 
Staff Relations Act and is not subject to the Public 
Service Employment Act, the language policies and 
procedures established for other government depart- 
ments and agencies have generally been applied. In 
addition, the Agency conforms as fully as possible 
with the provisions of the Official Languages Act. 


In order to allow members of the public to com- 
ment on the linguistic aspect of services provided, 
enquiries may be made by telephoning (613) 
993-7466 or by writing to the Office of the Northern 
Pipeline Agency, Lester B. Pearson Building, 125 
Sussex Drive, Ottawa, Ontario, K1A 0G2. 
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AUDITOR GENERAL OF CANADA 


AUDITOR’S REPORT 


To the Minister responsible for the 
Northern Pipeline Agency 


| have audited the statement of net recoverable expenditure and receipts of 
the Northern Pipeline Agency for the year ended March 31, 1991. This finan- 
cial statement is the responsibility of the Agency’s management. My responsi- 
bility is to express an opinion on this financial statement based on my audit. 


| conducted my audit in accordance with generally accepted auditing stand- 
ards. Those standards require that | plan and perform an audit to obtain rea- 
sonable assurance whether the financial statement is free of material missta- 
tement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statement. An audit also includes as- 
sessing the accounting principles used and significant estimates made by ma- 
nagement, as well as evaluating the overall financial statement presentation. 


In my opinion, this statement presents fairly, in all material respects, the net 
recoverable expenditure and receipts of the Agency for the year ended March 
31, 1991 in accordance with the accounting policies set out in Note 2 to the 


statement. 
EG Sa 


D. Larry Meyers, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
July 26, 1991 


Appendix 


VERIFICATEUR GENERAL DU CANADA 
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NORTHERN PIPELINE AGENCY 


Statement of Net Recoverable Expenditure and Receipts 


March 31, 1991 


1991 1990 
Net recoverable expenditure 
Expenditure 
Professional and special service ~ 151,559 $ 107,087 
Salaries and employee benefits 88,652 79,763 
Employee contingency plan (Note 3) 43,074 ~ 
Rentals and office accommodation 19,941 15,149 
Travel and communications 3,099 7,422 
Material, supplies and upkeep 1,792 1,028 
Total expenditure funded by parliamentary 
appropriations (Note 4) 308,117. 210,449 
Less: | Non-recoverable portion of employee 
benefits 135176 T2123 
Refunds of prior year expenditure - 1,822 
133176 13,945 
Net recoverable expenditure (Note 5) $ 294,941 $ 196,504 
Receipts 
Recovery of net recoverable expenditure from 
Foothills Pipe Lines Ltd. (Note 5) $ 268,346 $ 160,766 
Easement fees 30,400 30,400 
$ 298,746 $ 191,166 


Approved by: 


Linde iptup wo 


Commissioner Senior Financial Officer 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Net Recoverable Expenditure and Receipts 


March 31, 1991 


1. Authority, objective and operations 


The Agency was established in 1978 by the Northern Pipeline Act. The ob- 
jective of the Agency is to facilitate the efficient and expeditious planning and 
construction of the Alaska Highway Gas Pipeline in a manner consistent with 
the best interests of Canada as defined in the Act. 


The Agency’s expenditure is funded by parliamentary appropriations. How- 
ever, in accordance with the Act and the National Energy Board Cost Recovery 
Regulations, the Agency is required to recover all its annual operating costs 
from the companies holding certificates of public convenience and necessity is- 
sued by the Agency. Currently, Foothills Pipe Lines Ltd. is the sole holder of 
such certificates. 


Receipts are deposited to the Consolidated Revenue Fund and are not avai- 
lable for use by the Agency. 


Reduction of activities 


On May 1, 1982, the United States sponsors of the Alaska Highway Gas 
Pipeline and Foothills Pipe Lines Ltd. announced that the target date for com- 
pletion had been set back until further notice and all parties were to scale down 
their activities. 


2. Accounting policies 


Expenditure 


Expenditure includes the cost of work performed, goods received or services 
rendered prior to April 1, except for the costs of the employees’ contingency 
and termination plans which are charged to expenditure in the year in which the 
employee leaves the Agency. Capital acquisitions are charged to expenditure in 
the year of purchase. Expenditure also includes any costs incurred on behalf of 
the Agency by government departments. 


Receipts 


Receipts are recorded on a cash basis. 


3. Employee contingency plan 


Senior and certain other key employees who remain with the Agency until 
completion of their responsibilities and whose service exceeds two years are 
entitled to an allowance of 13% of accumulated salary received upon separa- 
tion. During the year, the Agency paid out $43,074 under the plan. 


15 


4. Expenditure 


Expenditure for the year was funded as follows: 


1991 
Parliamentary appropriations 
Privy Council 
Vote 30 (Vote 25 in 1990) 
Program expenditure $ 530,000 
Statutory — Contributions to employee 
benefit plans 27,000 
557,000 
Amount not required 248,883 
> OUSsh ia 
5. Account with Foothills Pipe Lines Ltd. 
1991 
Net recoverable expenditure $ 294,941 
Less: current year recovery 268,346 
Less: current year recovery applicable 
to prior years 73,469 
194,877 
Balance recoverable at year-end $ 100,064 


1990 


$ 390,000 


22,000 


412,000 


201,991 


$ 210,449 


1990 


$ 196,504 


160,766 


37,731 
123,035 


73,469 


Recovery of expenditure from Foothills Pipe Lines Ltd. is based on quarterly 


billings. 


6. Related party transactions 


The expenditure includes the cost of services provided by other federal 
government departments and agencies. These costs aggregate $101,879 
(1990 — $101,462). Professional and special assistance and office accommo- 


dation represent the main services provided by the related parties. 


7. Comparative figures 


For comparative purposes, some 1990 figures have been reclassified to 


conform to the 1991 presentation. 
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Dear Sir: 


| present herewith the Annual Report of the Northern Pipeline Agency for the 
fiscal year ending March 31, 1992, together with the report of the Auditor General 
on the accounts and financial transactions of the Agency for the same period, for 


submission by you to Parliament as required under Sections 13 and 14 of the 
Northern Pipeline Act. 


Yours sincerely, 


Donald W. Campbell, 
Commissioner, 
Northern Pipeline Agency. 


The Right Honourable Joe Clark, P.C., M.P., 
President of the Queen’s Privy Council, 
Minister Responsible for Constitutional Affairs, 
And Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 
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Overview 


Plans for substantially expanding the capacity of the Western and Eastern Legs of the Alaska 
Highway Gas Pipeline to transport increased exports of Canadian natural gas to western and 
mid-western U.S. markets continued to move forward during the fiscal year 1991-1992. 


The driving force behind this expansion has been an increase in U.S. demand for Canadian gas 
that has been under way since 1986. In 1991, total U.S. consumption of natural gas increased by 
a modest 2.8 per cent to 544 billion cubic metres (19.2 trillion cubic feet), but exports of Canadian 
gas rose by around 16 per cent to 47.8 billion cubic metres (1.69 trillion cubic feet — tcf). This 
followed an increase in Canadian gas exports to the United States the previous year of more than 
7 per cent. As a result of this growing flow across the border, the National Energy Board reported 
that there was little spare capacity remaining in any of Canada’s major gas pipelines. 


In the meantime, however, various plans for providing market access to U.S. reserves at 
Prudhoe Bay in Alaska, Canadian reserves in the Mackenzie Delta, and the reserves of both 
countries offshore in the Beaufort Sea remained in abeyance pending a hoped-for strengthening 
in total U.S. demand for natural gas and a significant increase in gas prices. 


South of the border, the major expansion of the Western Leg proposed to accommodate an 
increase in design capacity to California and the Pacific Northwest of more than 25.9 million cubic 
metres per day — 916 million cubic feet per day (mmcf/d) commencing November, 1993, received 
final approval from the Federal Energy Regulatory Commission (FERC) in October, 1991. While 
extensive construction commenced very quickly thereafter, the proposed increase in Canadian gas 
exports to California that underlies the project came under a cloud as a result of a continuing 
dispute between the California Public Utilities Commission (CPUC) and a number of Canadian 
participants — the federal, Alberta and British Columbia governments, the National Energy Board 
and gas producers. 


Altamont Gas Transmission Co. (Altamont) put forward a separate proposal to build a new 
pipeline system for the delivery of some 20.8 million cubic metres of Canadian gas a day (736 
mmdf/d) to western U.S. markets, principally in California. While Altamont initially planned an 
in-service date of November 1, 1993, Altamont subsequently extended the date by a year because 
of its perception of a weakening in the California gas market. Altamont also was confronted by a 
question raised by the National Energy Board as to whether the connecting pipeline to be 
constructed by NOVA Corp. of Alberta for the delivery of Canadian gas came under federal 
jurisdiction. 


In the case of the Eastern Leg, U.S. sponsors finally secured approval in the spring of 1992 from 
the FERC for a modified expansion of the Northern Border Pipeline System that would involve 
increased Canadian gas exports of 6.8 million cubic metres a day (240 mmcf/d). 


In Canada, a possible impediment to proposed expansions of both the Eastern and Western 
Legs was raised as a result of an action commenced in the Federal Court by Altamont in June 
1991. That potential hurdle, which involved a number of jurisdictional and other issues, was 
removed when Altamont withdrew its case in December, 1991. 


Through the approval of Addendum 4 to the System Design Report by Kenneth W. Vollman, 
Administrator and Designated Officer of the Northern Pipeline Agency, in mid-April, 1991, and the 
subsequent approval by the National Energy Board of new facilities associated with the extraction 
of natural gas liquids, the way was cleared for the proposed expansion of the Eastern Leg of the 
system in Canada through the installation of two new compressor stations and modification of a 
third compressor station in Alberta. (The planned expansion of the Western Leg obtained the 
necessary regulatory approval to enable it to proceed from the Northern Pipeline Agency in May, 
1992, concurrent with the National Energy Board’s approval of a companion expansion by Alberta 
Natural Gas Co. Ltd.) 


The issue of procurement for the pipeline remained a matter of contention between Canadian 
and U.S. authorities. In addition to exchanges of correspondence on the matter, Michael J. Bayer, 
the U.S. Federal Inspector, and Donald W. Campbell, Commissioner of the Northern Pipeline 
Agency, met in Ottawa in early December, 1991, for mutual consultations on their respective 
concerns. 


For its part, the Northern Pipeline Agency continued to press its concern over the failure of the 
U.S. side to implement the provisions of the 1980 Canada-United States Agreement on the 
procurement of designated items in the case of the major expansion of the Western Leg and the 
only limited application of these provisions in the case of large diameter valves and fittings required 
for the more limited expansion of the Eastern Leg south of the border. On behalf of the U.S. 
Administration, the Federal Inspector for the first time contended that the Procurement Program 
Foothills Pipe Lines Ltd. is required to implement in keeping with the provisions of the Northern 
Pipeline Act is contrary to the provisions of both the 1988 Canada-U.S. Free Trade Agreement and 
the General Agreement on Tariffs and Trade. 


All of the foregoing developments over the course of the fiscal year tended to be overshadowed, 
however, by the report Mr. Bayer submitted to President George Bush in mid-January, 1992, 
recommending termination of the 1977 Canada-U.S. Pipeline Agreement and the ancillary 
Procurement Agreement of 1980, together with revocation of the underlying U.S. legislation — the 
Alaska Natural Gas Transportation Act (ANGTA) of 1976. The then-Federal Inspector contended 
the remainder of the Alaska Natural Gas Transportation System (ANGTS) was unlikely to be built 
in the next 20 years and that, in any case, it should be left to market forces to determine the 
sponsors and route of any pipeline that might eventually be constructed. 


In a later exchange of notes, the Canadian government asserted that implementation of the 
Federal Inspector's recommendation would be contrary to the obligations of the United States to 
Canada and the U.S. government offered assurances that it was not its intent to abrogate its 
bilateral agreements unilaterally. 


In subsequent weeks, the Administration proposed to eliminate the Office of the Federal 
Inspector (OFI) and transfer its responsibilities to the Secretary of Energy. (In early April, 1992, Mr. 
Bayer submitted his resignation as Federal Inspector to the President effective as of mid-month.) 


Major Developments Involving The 
Alaska Highway Gas Pipeline Project 


The Prebuild 


As noted in the last and many previous annual reports, U.S. and Canadian authorities 
concluded during the latter part of 1977 that it would be desirable to “‘prebuild” the Western and 
Eastern Legs that would carry gas from Prudhoe Bay on the North Slope of Alaska from their 
connecting juncture with the trunk line at Caroline, Alberta, to western and mid-western U.S. 
markets. From Caroline, which is 105 km (63 mi) north of Calgary, the Eastern and Western Legs 
extend for a distance of 2 992 km (1,858 mi). Pending the completion of the second stage of the 
system, it was planned that these two legs would be utilized initially to transport surplus Canadian 
gas for export to American markets. The Western and Eastern Legs came into service in the early 
1980s, but market conditions have remained inadequate to support completion of the second stage 
of the project to provide access to U.S. reserves at Prudhoe Bay. 


A steady resurgence in U.S. demand for natural gas, particularly for Canada’s own growing 
surplus, during the latter part of the 1980s led to the formulation of plans for substantially 
expanding the capacity of the prebuilt Western and Eastern Legs in both Canada and the United 
States. Following is an update on some of the more significant developments during the course 
of the fiscal year (and, in some cases, developments of more recent date). 


The Western Leg 
— U.S. Developments 


In October, 1991, the Federal Energy Regulatory Commission (FERC) removed the final hurdle 
to an expansion of the facilities of the Pacific Gas Transmission Co. (PGT) in order to increase 
imports of Canadian gas to markets in California and the Pacific Northwest by 24.7 million cubic 
metres per day (872 mmcf/d). This expansion in the existing capacity of the Western Leg south of 
the border from its existing level of 8.5 million cubic metres daily (300 mmcf/d) is being achieved 
both through the addition of compression and looping of both the PGT line to California and the 
connecting pipeline in California owned by its parent company, the Pacific Gas and Electric Co. 
(PG&E). The overall PGT/PG&E expansion involves the addition of some 1 350 km (845 mi) of 
pipe and 57 megawatts (76,000 horsepower) of compression at an estimated cost of U.S. $1.6 
billion. Installation of the additional facilities was well under way during the remainder of the fiscal 
year, with the increased gas flows scheduled to commence by November 1, 1993. 


Even as it moved toward completion, however, the proposed increase in Canadian gas exports 
over the expanded Western Leg system still faced potential problems of uncertain dimensions on 
two fronts: A developing conflict between the California Public Utilities Commission (CPUC) and 
Canadian governments at the federal and provincial level, together with the National Energy Board 
and Canadian gas producers, and; the potentially competitive project proposed by the Altamont 


Gas Transmission Co. and its Canadian subsidiary, Altamont Gas Transmission Canada Ltd., which 
will be outlined in the following section dealing with Canadian developments involving the Western 
Leg. 


As noted in the 1990-91 annual report, the proposed expansion of the Western Leg in the 
United States took on a new complexion with the announcement in September, 1991, that 
TransCanada PipeLines Ltd. (TCPL) had reached an agreement to purchase PGT from its PG&E 
parent. TCPL also said it planned to purchase PGT’s 49 per cent interest in the Alberta Natural 
Gas Co., which transports gas from the Alberta border through South B.C. to the international 
border. In addition, TransCanada indicated an interest in purchasing the Alberta and Southern Gas 
Co. (A&S), the Canadian gas purchasing arm of PGT that acts on behalf of PG&E. In December, 
1991, TCPL announced that it had decided against purchasing A&S. (In mid-April, 1992, 
TransCanada indicated that it intended to put its planned purchase of PGT from PG&E on hold 
pending resolution of the dispute between Canada and the California Public Utilities Commission. 
In early July, 1992, however, TCPL completed the purchase of PGT’s 49 per cent equity in ANG.) 


— The California Conflict 


The complex issues surrounding the controversy between the CPUC and Canadian federal and 
provincial authorities go back to a decision by the National Energy Board in 1989. The Board 
approved what was in effect the long-term extension of a licence granted to the Alberta and 
Southern Gas Co. Ltd. (A&S), a wholly-owned subsidiary of PG&E, to export 116.4 billion cubic 
metres (4.1 tcf) of Canadian gas to the northern California market over an 11-year period. 


At the time of the Board’s consideration of the A&S application, strong support was expressed 
by the CPUC. A change in the CPUC’s stance became apparent in mid-1990, however, when the 
Commission ordered PG&E, ultimate purchaser of gas from A&S, to renegotiate its long-term 
contracts in order to obtain gas at prices comparable to those prevailing in Alberta, as opposed to 
higher base prices for Alberta gas that reflected the cost of alternative gas supplies in the California 
market (excluding transportation costs), even though the Canadian gas was highly competitive with 
these other alternative sources. Subsequently, the Commission issued directives aimed at 
promoting direct purchase of Canadian gas on a short-term basis by California shippers (described 
as “capacity brokering”), the effect of which was to undermine the long-term A&S contracts that 
underpinned the licence extensions approved by the NEB in 1989 and jeopardize the investments 
made in Canada to fulfil them. While the CPUC initially applauded an Access Agreement made by 
the commercial parties that allowed 25 per cent of the gas being supplied under the A&S licence 
to be opened up to direct purchase between shippers and A&S producers, the Commission 
subsequently directed PG&E to implement full capacity brokering on PGT by October, 1992, or 
within 60 days of a FERC rehearing order authorizing capacity brokering, whichever was later. 


In late May, 1991, the Canadian Petroleum Association (CPA) submitted an application to the 
National Energy Board requesting that it review its earlier decision to extend the A&S export licence 
in light of measures adopted by the CPUC, which it claimed were contrary to the market-based 
policies governing trade in natural gas that were previously adopted by the Canadian and U.S. 
governments. The CPA subsequently filed an amended application with the Board in November, 
1991, requesting that it take immediate action to counteract the effects of the November decision 
by the CPUC with respect to capacity brokering. Early in February, 1992, the NEB issued certain 
interim orders that had the effect of requiring prior approval of the Board for any increased exports 
under existing short-term export orders and new short-term exports of Canadian gas via the 
PGT/PG&E pipelines. 


(Following conclusion of its hearing on the CPA application, the Board stated in its Reasons 
for Decision issued in June, 1992, “that it cannot condone or ignore the impact of regulatory 
actions taken by other jurisdictions which fundamentally change the basis upon which it was 
persuaded to issue a licence and which imposes changes within its jurisdiction.” It was the Board’s 
view that a longer transition period was needed to allow commercial parties to negotiate contractual 
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arrangements. Among other things, the NEB replaced its interim measures with new orders that 
prohibited all short-term exports of Canadian gas destined for shipment to the northern California 
market that were not already contracted for sale by A&S to northern California. 


(While a meeting in July, 1992, between the President of the CPUC and Alberta’s Minister of 
Energy again appeared to lay the basis for settlement of the dispute, this agreement subsequently 
collapsed. Shortly afterwards, the CPUC issued an “Order to Show Cause” to PG&E that required 
it to investigate potential sources of additional supplies for the California market in light of the 
possible unreliability of Canadian gas sources during the approaching winter. On the Canadian 
side, Alberta’s Minister of Energy countered with a warning that the province might refuse to 
authorize the removal of the new gas volumes contracted for California if the dispute were not 
satisfactorily resolved. In September, 1992, the planned increase in gas exports via the expanded 
PGT/PG&E system faced a new hurdle as a result of a CPUC decision requiring PG&E to charge 
incremental tolls for new shippers on its expanded system — as opposed to tolls based on the 
rolled-in costs of its total system — while at the same time prohibiting those new customers from 
using PG&E’s existing northern California facilities.) 


— Canadian Developments 


During the course of the fiscal year, the National Energy Board and the Northern Pipeline 
Agency worked together to discharge regulatory responsibilities within their respective jurisdictions 
in connection with the proposed expansion of the Western Leg of the Alaska Highway Gas Pipeline 
(AHGP) in South B.C. required to supply the proposed increase in exports to California and the 
Pacific Northwest through the PGT/PG&E system. 


In the case of the NEB, this involved consideration of the application by the Alberta Natural 
Gas Co. (ANG) to add new compressor units and modify existing facilities at three of its 
compressor stations in order to increase compression by 42 megawatts (56,250 horsepower). The 
cost was estimated at nearly $82 million. At the same time, the Designated Officer of the Northern 
Pipeline Agency had before him a proposed Addendum 4 to the System Design Report from 
Foothills Pipe Lines Ltd., sponsor of the AHGP and holder of a pipeline certificate deemed to have 
been granted under the Northern Pipeline Act. This involved joining together the existing four 
Foothills loops on the ANG system in South B.C. with the installation of an additional 77.5 km (54.4 
mi) of 1 067 millimetre (42") diameter pipe at an estimated cost of $104.6 million. This additional 
pipe — together with the increased compression provided by ANG — would provide the expansion 
in capacity of the system in South B.C. required to increase throughput from 6.8 million cubic 
metres of gas a day (240 mmcf/d) to 31.5 million cubic metres daily (1.1 bcf/d) A substantial 
expansion of the NOVA system in Alberta costing some $312 million would also be required to 
gather and deliver the increased volumes of gas to the Alberta-B.C. border. Following submission 
of the respective applications, the Board and the Agency established a joint process for soliciting 
any additional information requured and for receiving written submissions in connection with the 
review undertaken by the NEB. 


(In May, 1992, the Board issued its Reasons for Decision in connection with approval of the 
ANG application and the Designated Officer of the NPA also approved the addendum to the 
System Design Report submitted by Foothills, which constituted authorization for the company to 
proceed with its part of the proposed expansion of the Western Leg of the AHGP. In its Reasons 
for Decision, the Board said it was ‘“‘satisfied that the ANG expansion facilities would be used at 
a reasonable level over their economic life and that the associated demand charge would be paid.” 
The Board concluded, therefore, that the project would serve the Canadian public interest.) 


— The Altamont Pipeline Proposal 


As pointed out in the previous section and noted in the last annual report, the proposed 
expansion of the Western Leg of the AHGP in Canada and the United States was challenged by 
the proposal of the Altamont Gas Transmission Co. to transport a substantial volume of Canadian 
gas to California markets through the installation of a new pipeline that would join with the existing 
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system of Kern River Gas Transmission Co. at Opal in Wyoming. In response to a widespread 
perception that only one of the two projects was economically viable, the Alberta government in 
October, 1991, requested its Energy Resources Conservation Board to conduct a “Call for 
Information” in an effort to bring together relevant information required to weigh the merits of each 
proposal while foregoing any conclusion on the part of the Board itself. (That report was made 
public in June, 1992.) 


In early 1991, the FERC approved Altamont’s proposal to build a 1 000 km (620 mi) pipeline 
from the Canadian border near Wild Horse, Alberta, to join with the Kern River system for the 
delivery of up to 20.8 million cubic metres a day (736 mmcf/d) of Canadian gas to California and 
other western markets. In late July, 1991, Altamont Gas Transmission Canada Ltd. (Altamont 
Canada) filed an application with the National Energy Board seeking authorization to build a 
300-metre pipeline at the Canadian border to link together a lateral to be constructed by NOVA 
Corp. for the delivery of Alberta gas and the Altamont line in the United States to join with the Kern 
River system. In an accompanying letter, Altamont requested the Board to conduct a comparative 
hearing to consider at the same time the competing application for expansion of the Western Leg 
in South B.C. in order to “select the project which best serves the Canadian public interest’, a 
request that was denied by the NEB. 


The announcement by the Board in November, 1991, that it would consider the Altamont 
application on its own merits and independently of the ANG expansion application, subsequently 
led Altamont to withdraw its earlier application to the Federal Court challenging previous decisions 
by the Board and the Northern Pipeline Agency with respect to the latter case. 


(In June, 1992, the NEB announced its intention of considering a preliminary question of 
jurisdiction arising from the Altamont Canada application by means of written submissions from 
interested parties. The issue raised by the Board posed the question as to whether the 217 km 
(135 mi) pipeline to be constructed by NOVA immediately upstream to deliver Alberta gas to 
Altamont Canada’s link at the Canada-U.S. border should also be subject to federal jurisdiction 
under the principles of constitutional law. The Board concluded that it was required to form a 
judgment on this issue in order to determine whether the Altamont Canada application, which 
seeks exemption from the requirement to obtain a certificate of public convenience and necessity 
to construct a pipeline, is one that the Board could legally grant to the company. Under the 
National Energy Board Act, the NEB may not grant such an exemption for pipelines exceeding 40 
km (25 mi) in length. 


(While Altamont strongly contested any suggestion that the NOVA lateral came under federal 
jurisdiction, it also requested the National Energy Board in July, 1992, to review and stay its 
decision approving the installation of increased compression by the Alberta Natural Gas Co. Ltd. 
(ANG) as part of the proposed expansion of the Western Leg in South B.C. Altamont contended 
that, as a matter of fundamental justice, the Board should also consider whether or not a question 
of jurisdiction existed in the case of NOVA facilities upstream of the B.C.-Alberta border. In a ruling 
in September, 1992, the Board concluded that there were insufficient grounds to review the original 
decision approving the ANG expansion. As a result, the application was dismissed and no stay was 
granted. At the time of writing, the Board had not issued a decision on the jurisdictional question. 


(In mid-1992, Altamont announced that it had decided to delay for a year the original in-service 
date of November, 1993, because of what it perceived as a developing weakness in the California 
market.) 


The Eastern Leg 
—- U.S. Developments 


Since the latter part of the 1980s, the Northern Border Pipeline Co., sponsor of the Eastern Leg 
of what is known in the United States as the Alaska Natural Gas Transportation System (ANGTS), 
formulated a variety of plans for expansion of its operations south of the border. Proposals put 
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forward in 1990 and subsequently amended in early 1991 contemplated extension of the system 
from its existing terminus at Ventura, lowa, to Tuscola, Ill., a distance of some 612 km (378 mi), 
and an increase in throughput volumes of some 21.24 million cubic metres daily (750 mmcf/d). 
Under pressure from the Federal Energy Regulatory Commission (FERC) to demonstrate that firm 
markets existed for the proposed increase in throughput capacity or face dismissal of its 
application, Northern Border filed a scaled-down expansion plan in July, 1991. This involved 
utilizing the extension of the system from Ventura to Harper, lowa, a 238 km (147 mi) line that it 
had previously agreed to acquire from the Natural Gas Pipeline Co. of America. 


Through the installation of additional compression capacity, Northern Border proposed to 
provide an increase in throughput on the system of some 8.87 million cubic metres a day (387 
mmcef/d). Of that amount, around 6.8 million cubic metres daily (240 mmcf/d) would involve 
increased Canadian exports delivered through Foothills’ Eastern Leg in Alberta and Saskatchewan. 
The balance of the increased flows would come from domestic U.S. sources. The modified 
expansion proposed by Northern Border was approved by the FERC in the spring of 1992, with 
the additional flows scheduled to begin in November, 1992. 


— Canadian Developments 


During the course of the fiscal year, work continued to proceed with the expansion of the 
Alberta segment of the Eastern Leg in Canada as provided for in Addendum 5 to Foothills’ System 
Design Report, which was approved by the Northern Pipeline Agency’s Designated Officer in April, 
1991. As outlined in the last annual report, this involved the installation of two new compressor 
stations in Alberta, Stations 363 and 365, and modification of an existing station, No. 367, at 
Jenner, Alberta. In addition, the National Energy Board in June, 1991, approved installation of a 
partial third train required in connection with Foothills’ decompression-recompression facilities that 
are associated with the natural gas liquids extraction plant at Empress, Alberta. 


Tne expansion was undertaken in response to a request from NOVA for firm transportation of 
some 16.35 million cubic metres of gas a day (577 mmcf/d) through the Alberta segment of the 
Eastern Leg. This expansion would increase its daily delivery volumes from 42.41 million cubic 
metres (1.5 bcf) to 58.76 million cubic metres (2.07 bcf). Initially, NOVA required this additional gas 
for delivery to TransCanada PipeLines at the Alberta-Saskatchewan border. Subsequently, 
however, it was determined that 6.8 million cubic metres a day (240 mmcf/d) would be delivered 
to the Saskatchewan segment of the Eastern Leg to supply the increased demand for gas exports 
to be shipped through the Northern Border system south of the border commencing in November, 
1992. This higher throughput was capable of being provided on the Eastern Leg in Saskatchewan 
with only minor modification of existing compressor units. 


Mackenzie Delta Gas 


Plans for the delivery to market of Canadian gas reserves in the Mackenzie Delta region of the 
Northwest Territories essentially remained on hold during the fiscal year. As noted in the Agency’s 
previous annual report, federal government approval of the licences that the National Energy Board 
proposed in the summer of 1989 to grant to Esso, Gulf and Shell for the export of 260 billion cubic 
metres (9.2 tcf) of Canadian gas over a 20-year period beginning in 1996 was withheld until it was 
satisfied that environmental factors had been properly taken into account. 


In mid-March, 1991, a consortium of six companies announced that they had signed a 
Statement of Principles to provide a basis for planning the development of a pipeline to transport 
gas from the Delta to southern markets. This consortium is made up of the three major owners of 
Delta gas and three pipeline companies — Interprovincial, Polar Gas and Foothills. The latter 
company, sponsor of the Canadian segment of the Alaska Highway Gas Pipeline (AHGP), earlier 
had submitted an application to the NEB proposing construction of a pipeline running south from 
the Delta to join with the proposed second-stage trunkline of the AHGP near Boundary Lake, close 
to the border of northern B.C. and Alberta. Since its announcement of March 1991, no further 


information has been provided by the consortium with respect to the size, routing or capacity of the 
pipeline it intended to propose. 


During the course of the past fiscal year, the National Energy Board continued its review of the 
potential environmental impact of the projected export of Delta gas in keeping with the guidelines 
laid down under the federal environmental assessment and review process. (In July, 1992, the 
Board issued a report that concluded there would no adverse environmental effects associated with 
the actual export of Delta gas. Such impacts as there might be would result from the production, 
processing, transportation and distribution of the gas. But the Board considered it “premature and 
impractical” to attempt to assess those environmental considerations until the required applications 
had been submitted to the appropriate authorities. The Board noted that it had been required to 
take into account in its deliberations a judgment issued by the Federal Court of Appeal in July, 
1991, involving Quebec Hydro, which held that the NEB’s jurisdiction over exports — in this case 
of electricity — did not extend to facilities for the production of the commodity for export. 


The Continuing Procurement Controversy 


Canada’s concern regarding implementation of the 1980 bilateral agreement governing the 
procurement of certain designated items for the pipeline began to develop in the late 1980s. 
Around that time, it became increasingly apparent that the U.S. sponsors of the Eastern and 
Western Legs were proposing to bypass these agreed procurement procedures, with the 
concurrence of the then-Acting U.S. Federal Inspector, in the case of proposed increases in the 
capacity of their respective systems. It was argued on the U.S. side that these expansions were 
not really a part of the Alaska Natural Gas Transportation System (ANGTS), a claim that was said 
to be reinforced by the fact that neither of the sponsors had elected to seek regulatory approval 
under the terms of the Alaska Natural Gas Transportation Acct. 


These procedures — which cover procurement of large-diameter pipe, compression units and 
large diameter valves and fittings — were adopted in the first place at the urging of the U.S. 
government as one means of helping to achieve one of the major objectives that it had originally 
pressed to have spelled out in the 1977 Canada-U.S. Pipeline Agreement. This was the 
commitment of both governments to take steps to ensure that the supply of goods and services 
for the project would be obtained “on generally competitive terms”. 


Following his appointment as Federal Inspector in October, 1990, Michael J. Bayer met 
subsequently with his counterpart, Donald W. Campbell, Commissioner of the Northern Pipeline 
Agency, in Ottawa in February, 1991, to discuss this and other issues. Mr. Bayer indicated at the 
time that he considered it desirable the procurement procedures be implemented on the U.S. side, 
as they had been in connection with expansions of the system in Canada, and expressed his 
intention of seeking voluntary compliance by the U.S. sponsors. 


As noted in the 1990-91 report, Mr. Bayer subsequently advised Congress in May, 1991, that 
since each of the proposed expansion projects substantially tracked the planned second phase of 
the ANGTS, the sponsors had agreed to comply with the procurement procedures “wherever 
feasible”. As a result, the Federal Inspector stated, the procurement issue had been resolved to 
the "mutual satisfaction” of both Canada and the United States. 


A subsequent exchange of correspondence in August and September, 1991, between the 
heads of the two agencies, however, made it clear that procurement remained a matter of 
contention. Mr. Bayer sought consultations with respect to his concern over a questionnaire 
included by Foothills in bidding documents covering procurement of certain designated items, a 
document that sought information related to an evaluation of potential Canadian industrial and/or 
economic benefits from the proposed procurement. In reply, Mr. Campbell indicated that he also 
wanted to undertake consultations with respect to his continuing concerns regarding the lack of 
effective implementation of the procurement process on the U.S. side. He observed that Mr. 
Bayer’s claim in his earlier report to Congress that the procurement issue had been resolved to the 
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mutual satisfaction of both sides rather overstated the case from Canada’s perspective. The 
Commissioner pointed out that procurement in connection with expansion of the Western Leg south 
of the border had passed the point where the established procedures could be instituted in any 
meaningful way. During subsequent consultations in Ottawa in December 1991, Mr. Campbell 
pointed out that he still had not been informed either about the status of procurement for the 
proposed expansion of the Eastern Leg as it related to the agreed bilateral procedures or about 
the implications of the conditional undertaking of the Eastern Leg sponsors to comply with the 
provisions of the bilateral agreement. In the event, the only case in which the procurement 
procedures were fully complied with in connection with procurement of designated items for 
expansion of the two systems involved the purchase of valves and fittings required on the Eastern 
Leg. Mr. Bayer disclosed that the only other designated item required for the proposed expansion 
of that segment of the system — additional compression units — had long since been purchased by 
Northern Border, sponsor of that segment of the pipeline in the United States. 


For his part, Mr. Bayer said that consultations with a number of U.S. departments and agencies 
had led him to the conclusion that the Procurement Program adopted by Foothills in compliance 
with the requirements of the Northern Pipeline Act, of which the questionnaire on Canadian benefits 
to which he objected formed a part, was contrary to the provisions both of the 1988 Canada-U.S. 
Free Trade Agreement (FTA) and the General Agreement on Tariffs and Trade. During the course 
of the meeting, Mr. Campbell undertook to consider and respond to the contention advanced by 
the Federal Inspector. Replying to a subsequent letter from the Commissioner with respect to his 
report to the President in mid-January, 1992, recommending termination of all U.S. commitments 
to the ANGTS, including those to Canada, Mr. Bayer wrote in mid-February that the procurement 
issue he raised during their previous meeting “exists quite independently of the status of my Office 
or its underlying authorities. Our position was grounded in the GATT and the 1988 Canada-U.S. 
Free Trade Agreement, not the 1977 or 1980 ANGTS Agreements.” 


(In June, 1992, the Commissioner wrote to the Office of the Federal Inspector in response to 
the question of the validity of the Foothills’ Procurement Program raised during their earlier 
consultations by Mr. Bayer, who by that time had already resigned his position. Mr. Campbell 
pointed out that the 1977 Pipeline Agreement between the two governments stated in its preamble 
that they supported the project out of a desire “to advance the national economic and energy 
interests and to maximize related industrial benefits of each country...” At the same time, he 
continued, the Agreement also stipulated that each government would endeavour to ensure that 
the supply of goods and services for the project was undertaken “on generally competitive terms.” 


(Under the provisions of the Northern Pipeline Act, Mr. Campbell noted, Foothills was required 
to maximize the industrial benefits available to Canada within the ambit of the second objective — 
that procurement be undertaken on generally competitive terms. “On consideration, it is our 
judgment that the Procurement Program adopted by Foothills is entirely in keeping with the 
provisions of the 1977 Agreement between our two governments and fully in compliance with the 
existing provisions of the GATT.” By the same token, he said, it was also the Canadian view that 
the Procurement Program was in keeping with the Free Trade Agreement, a conclusion that was 
reinforced by the fact that U.S. negotiators of the FTA took no exception to the provisions of the 
Northern Pipeline Act nor the program adopted in keeping with its requirements.) 


The Proposed Abrogation of the 1977 Canada-U.S. Pipeline Agreement 
and Termination of Underlying U.S. Legislation 


Questions about the continuing need to maintain the Office of the Federal Inspector to oversee 
the implementation of the Alaska Natural Gas Transportation Project (ANGTS) were first raised 
publicly by Congressman Philip R. Sharp, Chairman of the House Subcommittee on Energy and 
Power, in a letter to the Federal Inspector in October, 1991. Given the long delay in completing the 
project with the extension of the pipeline to provide access to Alaska gas at Prudhoe Bay, Mr. 
Sharp questioned whether the Office of the Federal Inspector (OFI) should continue to remain 


operational. If there were certain functions that should be maintained, he suggested, they could 
perhaps be carried out on a less costly basis by some other arm of the federal government. 


In a lengthy reply, Mr. Bayer appeared to argue that a case could be made for maintaining the 
role of the OFI and expressed doubt as to whether any significant saving could be made by 
transferring its functions elsewhere. In any case, he added, any change in the existing legal and 
regulatory structure should not be made without extensive consultation with the Canadian and 
Alaskan governments and consideration of other possible ramifications. In response to a similar 
letter from Mr. Sharp, however, James D. Watkins, the Secretary of Energy, subsequently wrote 
that he agreed with the Chairman’s conclusion “that the OFI is no longer a needed organization 
within the Executive Branch.” He proposed that the authority then being exercised by the OFI 
should be transferred to a branch of his own department. 


Given the foregoing developments, the submission by Mr. Bayer of a report to President Bush 
dated January 14, 1992, recommending abrogation of the 1977 Canada-U.S. Pipeline Agreement 
and the ancillary 1980 Procurement Agreement, abolition of the Office of the Federal Inspector, 
repeal of the underlying U.S. legislation and withdrawal of all the legal rights extended to the U.S. 
sponsors of the ANGTS, came as something of a surprise to observers on both sides of the border. 


The Federal Inspector based his recommendations on a number of conclusions. He said that 
since the project was adopted in 1977, times had changed and the assumptions on which it was 
based had proven to be “absolutely incorrect”. During the intervening years, the reserves of gas 
discovered in the conventional areas of the lower 48 states and of Canada had turned out to be 
far larger than anticipated, while the price of gas remained far below predicted levels. In the same 
period, the U.S. government had cleared away legal hurdles to the export of North Slope Alaskan 
gas in liquefied form to Pacific Rim countries through approval of the Trans-Alaska Gas System 
(TAGS), a development that challenges assumptions about the marketability of Prudhoe Bay gas 
and the availability of those suppliers for the ANGTS, Mr. Bayer asserted. 


It was, he said, unlikely that the proposed ANGTS pipeline would be extended to the Alaskan 
North Slope at any time within the next 20 years. In fact, it was more likely that the first Arctic gas 
to be tapped would be by a pipeline transporting Canadian gas reserves in the Mackenzie Delta 
southward along the Mackenzie Valley. In any case, the Federal Inspector argued, in future 
reliance should be placed on market forces rather than governmental decrees to determine when, 
where, by whom and at what cost a pipeline to Alaska should be built. He acknowledged that 
construction of any future pipeline from Alaska across Canada would require the consent of 
Canadian authorities, but maintained that this “would not be fundamentally different than the 
current situation for other pipeline projects that propose to transport Canadian gas to the U.S.” 


The Federal Inspector referred in his report to the need to consult with the Canadian 
government, among other interests, with respect to his recommendations. He did not suggest, 
however, that termination of the 1977 Canada-U.S. Pipeline Agreement should be contingent on 
Canadian consent to such action and, in fact, observed that Canada “will likely oppose elimination 
of ANGTS.” While he suggested abandonment of the ANGTS might have certain advantages for 
Canada, particularly the elimination of competition from Alaskan gas for its own reserves in the 
Mackenzie Delta, he indicated that Canadian authorities would be 9nxious to maintain the rate 
structure that was adopted to encourage prebuilding of the Eastern and Western Legs for the initial 
purpose of transporting surplus Canadian gas to U.S. markets. 


In a note submitted to the State Department in mid-February, 1992, regarding the Federal 
Inspector's report, the Canadian government said it “expects that the United States will continue 
to honour its obligations under the 1977 Agreement of principles and subsequent assurances given 
to the Government of Canada with respect to the pipeline. Any action giving effect to the 
above-noted recommendations would be contrary to the obligations of the United States and would 
not be acceptable to Canada.” (The 1977 Pipeline Agreement between the two countries stipulated 
that it would remain in force for 35 years from the date of signing and thereafter was terminable 
on 12 months’ notice.) In early April, the U.S. government responded to the Canadian note with 
the assurance that it was not its intent “to abrogate unilaterally” its bilateral agreements. “In order 
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to further our bilateral cooperation in this area, and in view of market conditions which have 
changed substantially since the 1977 and 1980 Agreements were negotiated,” the U.S. note 
continued, “the United States believes it would be useful for the two governments to jointly review 
the continued relevance of policies established as a result of the Alaska Natural Gas Transportation 
Act. This review might take place under the auspices of the Energy Consultative Mechanism (the 
means inaugurated several years ago to provide for periodic bilateral consultations on energy 
matters).” ‘ 


Operations of the Canadian and U.S. Regulatory Agencies 
Responsible for the Pipeline 


The main focus of the Northern Pipeline Agency during the period covered by this report was 
on matters already outlined earlier. These included overseeing the expansion by Foothills of the 
Eastern Leg in Alberta through the addition of two new compressor stations and modification of a 
third so as to ensure that they complied with all established engineering, environmental, 
socio-economic and other terms and conditions. The Agency was also engaged in consideration 
of the application by Foothills for authority to expand substantially the capacity of its system in 
South B.C. in conjunction with the proposed expansion in compression to be provided by the 
Alberta Natural Gas Co., a matter that was at the same time before the National Energy Board for 
its review. In addition, bilateral issues continued to occupy the NPA’s attention. These included the 
continuing contention over the matter of procurement for the project and the recommendation by 
Michael J. Bayer, the Federal Inspector, to the President in mid-January regarding the abrogation 
of bilateral agreements with Canada regarding the pipeline and the termination of underlying U.S. 
legislation. 


As noted in the previous annual report, The Right Honourable Joe Clark, for a number of years 
the Secretary of State for External Affairs, on April 21, 1991, became the Minister responsible for 
the Northern Pipeline Agency, as well as President of the Privy Council and Minister responsible 
for Constitutional Affairs. He succeeded the Honourable Don Mazankowski, the Deputy Prime 
Minister, who was appointed Minister of Finance after having served for some time as President 
of the Privy Council, Minister of Agriculture and Minister responsible for the Northern Pipeline 
Agency. 


Donald W. Campbell continued to serve during the fiscal year as Commissioner of the NPA 
as well as Deputy Minister of International Trade and Associate Under-Secretary of State for 
External Affairs. Kenneth W. Vollman, a Temporary Member of the National Energy Board, served 
also as Administrator and Designated Officer of the NPA. (Following expiration of his term in 
September, 1992, Mr. Vollman was succeeded by Roy Illing, a Member of the National Energy 
Board who, as Deputy Minister of Energy for British Columbia, served for some years as that 
province’s representative on the Federal-Provincial Consultative Council established under the 
Northern Pipeline Act.) 


The Northern Pipeline Agency continued to be indebted to the National Energy Board for 
making available on a contractual basis the services of its staff to provide the Agency with all of 
the technical information and advice required to discharge its regulatory responsibilities. Staff of 
the Board also continued to provide administrative support services to the NPA. The Board is 
reimbursed for all of these services by the Agency, which in turn are recovered from Foothills in 
the same manner as other Agency costs. 


(In the United States, the most notable development involving the Office of the Federal 
Inspector (OFI) was its unexpected demise, which was the culmination of developments outlined 
earlier in this report. In early April, 1992, Mr. Bayer submitted his resignation as Federal Inspector. 
The following week, the Bush Administration proposed the suspension of further funding for the 
agency during the 1992 fiscal year and elimination of all funding as of the following fiscal year. In 
October, 1992, the U.S. Congress approved a massive energy bill, which — among many other 
things — provided for repeal of existing provisions establishing the OFI and the transfer of the 
responsibility and authority of that office to the Secretary of Energy.) 
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Finance, Personnel and 
Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides for an annual audit of the accounts and 
financial transactions of the Agency by the Auditor General of Canada and for a report thereon to 
be made to the Minister. Section 14 of the Act requires the Auditor General’s report to be laid 
before Parliament together with the Minister's annual report on the operations of the Agency. To 
comply with these requirements, the report of the Auditor General of Canada on the accounts and 
financial transactions of the Northern Pipeline Agency for the year ended March 31, 1992, is 
reproduced as an appendix. 


Estimates for 1991-92 provided $472,000 for the operation of the Agency. Expenditure for the 
year totalled $179,000. At year end, only one full-time employee was on staff. The National Energy 
Board provides administrative support as well as technical information and advice, for which the 
Agency reimburses the Board. 


Section 29 of the Northern Pipeline Act provides for recovery of the costs of the Agency from 
the company constructing the pipeline in accordance with regulations made under subsection 55(2) 
of the National Energy Board Act. During the year, 156,000 was recovered from Foothills in 
keeping with the provisions of the Northern Pipeline Act, of which $100,000 related to prior year 
costs. In addition, $30,400 in Yukon easement fees were collected. All amounts were credited to 
the Consolidated Revenue Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a separate employer under Part Il of the Public 
Service Staff Relations Act and is not subject to the Public Service Employment Act, the language 
policies and procedures established for other government departments and agencies have 
generally been applied. In addition, the Agency conforms as fully as possible with the provisions 
of the Official Languages Act. 


In order to allow members of the public to comment on the linguistic aspect of services 
provided, enquiries may be made by telephoning (613) 993-7466 or by writing to the Office of the 
Northern Pipeline Agency, Lester B. Pearson Building, 125 Sussex Drive, Ottawa, Ontario, 
K1A 0G2. 


Appendix 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR’S REPORT 


To the Minister responsible for the 
Northern Pipeline Agency 


| have audited the statement of net recoverable expenditure and receipts of 
the Northern Pipeline Agency for the year ended March 31, 1992. This financial 
statement is the responsibility of the Agency’s management. My responsibility is 
to express an opinion on this financial statement based on my audit. 


| conducted my audit in accordance with generally accepted auditing 
standards. Those standards require that | plan and perform an audit to obtain 
reasonable assurance whether the financial statement is free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statement. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, this financial statement presents fairly, in all material respects 
the net recoverable expenditure and receipts of the Agency for the year ended 
March 31, 1992 in accordance with the accounting policies set out in Note 2 to the 
statement. 


ye 


D. Larry Meyers, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
November 30, 1992 
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NORTHERN PIPELINE AGENCY 


Statement of Net Recoverable Expenditure and Receipts 


for the year ended March 31, 1992 


1991-92 1990-91 
Net recoverable expenditure 
Expenditure 
Professional and special service $ 79,972 $151,559 
Salaries and employee benefits 67,600 88,652 
Employee contingency plan - 43,074 
Rentals and office accommodation 19,905 19,941 
Office equipment 3,942 - 
Information 3,725 - 
Travel and communications 2,445 3,099 
Material, supplies and maintenance 1,685 1,792 
Total expenditure funded by parliamentary 
appropriations (Note 3) 179,274 308,117 
Less: Non-recoverable portion of employee 
benefits 6,324 13,176 
Net recoverable expenditure (Note 4) $172,950 $294,941 
Receipts 
Recovery of net recoverable expenditure from 
Foothills Pipe Lines Ltd. (Note 4) $156,327 $268,346 
Easement fees 30,400 30,400 


Approved by: 


$186,727 


$298,746 


bid. 


Senior Financial Officer 


Commissioner 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Net Recoverable Expenditure and Receipts 
for the year ended March 31, 1992 


’ 


1. Authority and objective 


The Agency was established in 1978 by the Northern Pipeline Act. The 
objective of the Agency is to facilitate the efficient and expeditious planning and 
construction of the Alaska Highway Gas Pipeline in a manner consistent with the 
best interests of Canada as defined in the Act. 


The Agency’s expenditure is funded by parliamentary appropriations. 
However, in accordance with the Act and the National Energy Board Cost 
Recovery Regulations, the Agency is required to recover all its annual operating 
costs from the companies holding certificates of public convenience and necessity 
issued by the Agency. Currently, Foothills Pipe Lines Ltd. is the sole holder of 
such certificates. 


Receipts are deposited to the Consolidated Revenue Fund and are not 
available for use by the Agency. 


Reduction of Activity 


On May 1, 1982, the United States sponsors for the Alaska Highway Gas 
Pipeline and Foothills Pipe Lines Ltd. announced that the target date for 
completion had been set back until further notice and all parties were to scale 
down their activities. 


2. Accounting policies 


Expenditure 


Expenditure includes the cost of work performed, goods received or services 
rendered prior to April 1, except for the costs of the employees’ contingency and 
termination plans which are charged to expenditure when paid. Capital 
acquisitions are charged to expenditure in the year of purchase. Expenditure also 
includes costs incurred on behalf of the Agency by government departments. 


' Receipts 


Receipts are recorded on a cash basis. 


Employee contingency plan 


Senior and certain other key employees who remain with the Agency until 
completion of their responsibilities and whose service exceeds two years are 
entitled to an allowance of 13% of accumulated salary received upon separation. 
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NORTHERN PIPELINE AGENCY 


Notes to the Statement of Net Recoverable Expenditure and Receipts 
for the year ended March 31, 1992 (Cont’d) 


3. Expenditure funded by parliamentary appropriations 


Expenditure for the year was funded as follows: 


Parliamentary appropriations 
Privy Council 
Vote 30-Program expenditure 
Statutory-Contributions to 
employee benefit plans 


Amount not required 


Net appropriation used 


4. Account with Foothills Pipe Lines Ltd. 


Net recoverable expenditure 


Less: Current year recovery 
Less: Current year recovery 
applicable to prior year 


Balance recoverable at year-end 


1991-92 


$472,000 


18,000 


490,000 
310,726 


$179,274 


1991-92 


$172,950 


156,327 


100,064 
56,263 


$116,687 


1990-91 


$530,000 


27,000 
557,000 
248,883 


$308,117 


1990-91 
$294,941 


268,346 


73,469 
194,877 


$100,064 


Recovery of expenditure from Foothills Pipe Lines Ltd. is based on quarterly 


billings. 


5. Related party transactions 


The expenditure includes the cost of services by other federal government 
departments and agencies. These costs aggregate $76,781 (1990-91 $101,879). 
Professional and special assistance and office accommodation represent the main 


services provided by the related parties. 
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© Minister of Supply and Services Canada 1993 
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Ottawa, Ontario, 
December 31, 1993. 


Dear Madam: 


| present herewith the Annual Report of the Northern Pipeline Agency for the 
fiscal year ending March 31, 1993, together with the report of the Auditor General 
on the accounts and financial transactions of the Agency for the same period, for 


submission by you to Parliament as required under Sections 13 and 14 of the 
Northern Pipeline Act. 


Yours sincerely, 


AGE 


R. Allen Kilpatrick, 
Commissioner, 
Northem Pipeline Agency. 


The Honourable Anne McLellan, P.C., M.P., 
Minister of Natural Resources Canada 
and Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 
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Overview 


Spurred by continuing increases in U.S. demand for Canadian gas, sponsors of the Alaska 
Highway Gas Pipeline (AHGP) on both sides of the border brought forward new plans for the 
further expansion and reinforcement of the system during the fiscal year 1992-1993. 


During the calendar year 1992, Canadian gas exports to the United States increased by more 
than 20 per cent, rising from 47.8 billion cubic metres (1.7 trillion cubic feet — tcf) to 58.02 billion 
cubic metres (2.1 tcf). This followed an increase in exports in 1991 of some 16 per cent. During 
the year, there was also a significant strengthening of natural gas prices as supply came into closer 
balance with demand. 


The most substantial expansion was proposed by the Pacific Gas Transmission Co. (PGT), one 
of the sponsors of what is known in the United States as the Alaska Natural Gas Transportation 
System (ANGTS), which announced plans to increase its capacity to deliver Canadian gas to 
California and the Pacific Northwest by some 8.5 million cubic metres a day (300 million cubic feet 
a day — mmcf/d). The announcement of its intention preceded by several months the completion 
of an expansion already under way to enlarge the capacity of the interstate PGT system and the 
intrastate system in California of its parent company, Pacific Gas and Electric Co. (PG&E), to 
enable it to transport an additional 24.7 million cubic metres a day (872 mmcf/d), on an annual 
average basis, of Canadian gas to the western states. 


The Canadian sponsor of the Alaska Highway Gas Pipeline in Canada, Foothills Pipe Lines Ltd., 
also brought forward plans for installation of a new compressor unit on the Eastern Leg of the 
pre-built system to provide back-up capacity in order to enable the system to continue operating 
close to its maximum at times when other compressors are closed down for maintenance or 
repairs. 


Having resolved environmental concerns raised in connection with the approval by the National 
Energy Board (NEB) in 1989 of the export of 260 billion cubic metres (9.2 tcf) of natural gas from 
the Mackenzie Delta over a 20-year period beginning in 1996 by Esso, Gulf and Shell, the federal 
government authorized the Board in March, 1993, to issue licences for the proposed exports. As 
in the case of the proposed second-stage construction of the Alaska Highway Gas Pipeline to 
provide access to natural gas reserves at Prudhoe Bay on the North Slope of Alaska, plans for 
pushing forward with development of the Mackenzie Delta project remained on hold as a result of 
a prevailing view that market conditions were unlikely to be economically favourable for 
development of either Canadian or U.S. Arctic reserves at least before the turn of the century. 


Major Developments Involving The 
Alaska Highway Gas Pipeline Project 


The Prebuild 


The Western Leg 


As noted in the previous section and described in some detail in the NPA’s last annual report, 
work proceeded in both Canada and the United States during 1992-93 to more than triple the 
capacity of the Western Leg of the AHGP. Through the installation of additional pipe and 
compression, the volume of Canadian gas that can be transported through the system for delivery 
to California and the Pacific Northwest was in the process of being increased to match the 
expanded capacity on the PGT system as of the beginning of November, 1993. In South B.C., the 
expansion of the delivery system was being undertaken jointly by Foothills Pipe Lines Ltd., 
Canadian sponsor of the AHGP, and by the Alberta Natural Gas Co. (ANG). In May, 1992, the 
NPA’s Designated Officer approved an addendum to the System Design Report authorizing 
Foothills to proceed with expansion of the pipeline and the National Energy Board approved the 
associated increase in compression proposed by ANG. During the year, Foothills undertook 
preparations for linking together its four existing loops on the ANG system. In early March, 1993, 
the Alberta Energy Resources Conservation Board brought down an interim decision approving the 
additional compression and pipeline loops planned by NOVA to enable it to deliver to the 
Alberta-B.C. border the additional volumes of gas required for export to the United States. 


In February, 1993 — several months before this major expansion of the Western Leg was due 
for completion — Stephen Reynolds, President of PGT, disclosed the intention of his company to 
further increase the capacity of the system by another 8.5 million cubic metres daily (300 mmcf/d). 
(In August, 1993, PGT submitted an application to the U.S. Federal Energy Regulatory Commission 
(FERC) for a permit to undertake the proposed expansion, which is being undertaken to enable 
PGT to increase deliveries of Canadian gas to the Pacific Northwest, northeastem California and 
Nevada as of November, 1995. In its application, PGT stated that about one-third of the additional 
gas would be delivered at Malin, Oregon, to a new pipeline to be built by Tuscarora Gas 
Transmission Co. for onward transmission to the northeast corner of California and to Reno, 
Nevada. Tuscarora is to be built by a partnership made up of TransCanada PipeLines Ltd., 
Canada’s largest pipeline system, and Sierra Pacific Resources. In its application to FERC, PGT 
said the proposed new expansion “is inextricably related to, and dependent upon, PGT’s 1993 
Pipeline Expansion Project facilities currently under construction.” In October, 1993, ANG applied 
to the National Energy Board for authority to add two new compressor units in order to expand the 
capacity of its own system by up to 10.25 million cubic metres a day (362 tcf) to meet increased 
demand from PGT and from a B.C. utility.) 


The Altamont Pipeline 


In July, 1991, Altamont Gas Transmission Canada Ltd. (Altamont Canada) filed an application 
with the National Energy Board for authority to install a 300-metre section of pipe at the 
Alberta-U.S. border. This short section was being proposed to link together a 217 km (135 mi) line 
to be built by NOVA from Princess, Alberta, (a change from the original departure point proposed 
at Empress) for delivery of 20.8 million cubic metres a day (736 mmcf/d) of Alberta gas with a 
1 000 km (620 mi) line to be built south of the border by Altamont Gas Transmission Co. to 
connect with the Kern River Gas Transmission system at Opal, Wyoming, for subsequent 
transmission of the gas to California. In its application to the NEB, Altamont Canada represented 
the proposed Altamont system as one that was in competition with the proposed expansion in 
exports through the Western Leg by PGT/PG&E. 


In April, 1992, the NEB announced that before examining the merits of the Altamont application 
it intended to consider a preliminary question of jurisdiction — namely, whether the proposed 
Altamont Canada facilities were part of a larger extraprovincial work that included the proposed line 
to be built by NOVA, which would be subject to federal jurisdiction and regulation by the NEB. 


In its Reasons for Decision issued in February, 1993, following a written review of the issue, 
the NEB concluded that the NOVA line was subject to federal jurisdiction because, together with 
the proposed Altamont Canada line, “it is one work connecting the Province of Alberta to the United 
States of America.” While the Board noted that Altamont Canada was free to file a new application 
with the Board that included the Alberta line, the company’s initial response was to file an appeal 
against the NEB decision in the Federal Court. (In late April, 1993, however, it was disclosed in 
a press release issued by NOVA that Altamont had withdrawn its application to the Federal Court 
and it was announced that NOVA and the Altamont Gas Transmission Co. had signed a letter of 
understanding. The press release stated that “under the terms of the letter, NOVA or an affiliate 
will make all necessary regulatory filings and pursue approvals on the Canadian portion of the 
pipeline project.” The statement added that NOVA would work closely with Altamont in connection 
with the construction, ownership and operation of the Canadian line and with regard to all future 
submissions to Canadian and U.S. regulatory authorities.) 


The Eastern Leg 


In late 1992, Foothills brought into service two new compressor stations on the Eastern Leg 
in Alberta, modified an existing station, and added a partial third train to the 
decompression-recompression facilities at Empress associated with the extraction of natural gas 
liquids. As a result, the throughput capacity of the Eastern Leg in Alberta was increased from 42.41 
million cubic metres a day (1.5 billion cubic feet — bcf/d) to 58.76 million cubic metres daily (2.07 
bef/d). With minor modifications to existing compressor units in Saskatchewan, capacity on the 
Eastern Leg in that province was increased from 35.14 million cubic metres a day (1.23 bcf/d) to 
41.93 million cubic metres a day (1.48 bcf/d). 


In December, 1992, Foothills sought the approval of the Designated Officer, Roy Illing, for a 
proposed Addendum 6 to the System Design Report, which would authorize the company to install 
a second compressor at Station 394 near Monchy, Saskatchewan. In its application, Foothills said 
that initially the primary role of the new compressor unit would be to provide back-up service in the 
event of a shut-down of either the existing unit at Station 394 or of other upstream compressor 
units on the Saskatchewan segment of the system either as a result of a breakdown or for regular 
servicing. The company pointed out that this existing unit at Station 394 was the most critical on 
that part of the Eastern Leg, in part because it provides the increased pressure required for 
delivery of Canadian gas to Northern Border, which is the sponsor of the Eastern Leg in the United 
States. Foothills anticipated that by 1995 it was probable there would be a significant increase in 
demand for Canadian gas deliveries for export via Northern Border, at which time the proposed 
new compressor unit would be utilized to expand throughput capacity of the system in 
Saskatchewan. In late January, 1993, Mr. Illing approved the Addendum authorizing installation of 
the new compressor unit, which is planned to be in service by September, 1994. 


Canadian and U.S. Regulatory Developments 


There were a number of changes on the regulatory front on both sides of the border during the 
fiscal year. As noted in the previous annual report, legislation enacted by Congress in the latter 
part of 1992 had the effect of winding up the Office of the Federal Inspector, counterpart of the 
Northern Pipeline Agency, and transferring its responsibilities to the Secretary of Energy. While that 
function briefly was undertaken by the incumbent of that office in the Bush Administration, Admiral 
James D. Watkins, the election in November, 1992, of a new Administration under President Bill 
Clinton led to the nomination of the Hon. Hazel O’Leary as the new Secretary of Energy, an 
appointment that was confirmed by the Senate on January 21, 1993. Mrs. O’Leary has extensive 
experience in many facets of the energy industry, most recently as Executive Vice-President of 
Northern States Power Company. 


In Canada, Roy Illing, a Member of the National Energy Board, was appointed Administrator 
and Designated Officer of the Northern Pipeline Agency in October, 1992, succeeding Kenneth 
Vollman. (In mid-April, 1993, R. Allen Kilpatrick was appointed Commissioner of the Northem 
Pipeline Agency, succeeding Donald W. Campbell, who became Canada’s Ambassador to Japan. 
Some months earlier, Mr. Kilpatrick, formerly Deputy Minister of Western Economic Diversification 
Canada, replaced Mr. Campbell in his other role of Deputy Minister for International Trade and 
Associate Under-Secretary of State for External Affairs.) The Rt. Hon. Joe Clark, President of the 
Privy Council, continued to be the Minister responsible for the Northern Pipeline Agency during the 
fiscal year. 


During 1992-93, the major focus of the Northern Pipeline Agency was on carrying out its 
regulatory responsibilities in connection with the expansion by Foothills of the Western Leg of the 
Alaska Highway Gas Pipeline in South B.C. and in considering the further addendum to the System 
Design Report proposed by the company to install a new back-up compressor unit at Station 394 
on the Eastern Leg in Saskatchewan. As has been the case for some years, the Agency continued 
to rely heavily on the staff of the National Energy Board for the provision on a contractual basis 
of technical information and advice, together with administrative support services. The Board is 
reimbursed for all of these services by the Agency, the costs of which are in turn recovered from 
Foothills. 


Finance, Personnel and 
Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides for an annual audit of the accounts and 
financial transactions of the Agency by the Auditor General of Canada and for a report thereon to 
be made to the Minister. Section 14 of the Act requires the Auditor General’s report to be laid 
before Parliament together with the Minister’s annual report on the operations of the Agency. To 
comply with these requirements, the report of the Auditor General of Canada on the accounts and 
financial transactions of the Northern Pipeline Agency for the year ended March 31, 1993, is 
reproduced as an appendix. 


Estimates for 1992-93 provided $469,000 for the operation of the Agency. Expenditure for the 
year totalled $195,000. At year end, only one full-time employee was on staff. The National Energy 
Board provides administrative support as well as technical information and advice, for which the 
Agency reimburses the Board. 


Section 29 of the Northern Pipeline Act provides for recovery of the costs of the Agency from 
the company constructing the pipeline in accordance with regulations made under subsection 55(2) 
of the National Energy Board Act. During the year, $205,000 was recovered from Foothills in 
keeping with the provisions of the Northern Pipeline Act, of which $117,000 related to prior year 
costs. In addition, $30,400 in Yukon easement fees were collected. All amounts were credited to 
the Consolidated Revenue Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a separate employer under Part Il of the Public 
Service Staff Relations Act and is not subject to the Public Service Employment Act, the language 
policies and procedures established for other government departments and agencies have 
generally been applied. In addition, the Agency conforms as fully as possible with the provisions 
of the Official Languages Act. 


In order to allow members of the public to comment on the linguistic aspect of services 
provided, enquiries may be made by telephoning (613) 993-7466 or by writing to the Office of the 
Northern Pipeline Agency, Lester B. Pearson Building, 125 Sussex Drive, Ottawa, Ontario, 
K1A 0G2. 


Appendix 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR’S REPORT 


To the Minister responsible for the 
Northern Pipeline Agency 


I have audited the statement of net recoverable expenditure and receipts of the Northern Pipeline 
Agency for the year ended March 31, 1993. This financial statement is the responsibility of the Agency’s 
management. My responsibility is to express an opinion on this financial statement based on my audit. 


I conducted my audit in accordance with generally accepted auditing standards. Those standards 
require that I plan and perform an audit to obtain reasonable assurance whether the financial statement is free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statement. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In my opinion, this financial statement presents fairly, in all material respects, the net recoverable 
expenditure and receipts of the Agency for the year ended March 31, 1993 in accordance with the accounting 
policies set out in Note 2 to the statement. 


ey 


. Larry Meyers, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
November 19, 1993 


NORTHERN PIPELINE AGENCY 


Statement of Net Recoverable Expenditure and Receipts 


for the year ended March 31, 1993 


Expenditure 


Professional and special service 
Salaries and employee benefits 
Rentals and office accommodation 
Information 

Travel and communications 
Material, supplies and maintenance 
Office equipment 


Expenditure funded by parliamentary 
appropriations 


Less: Non-recoverable portion of employee benefits 


Net recoverable expenditure (Note 3) 


Receipts 


Recovery of net recoverable expenditure from 
Foothills Pipe Lines Ltd. (Note 3) 
Easement fees (Note 4) 


Approved by: 


Kees 


ommtissioner 


1992-93 


195,064 
345 
$194,719 


wee ee 


$204,901 
30,400 


$235,301 


Senior Financial Officer 


1991-92 


$ 79,972 
67,600 
19.905 

S125 
2,445 
1,685 


3,942 


179,274 


(6,324) 


$172,950 


$156,327 
30,400 


$186,727 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Net Recoverable Expenditure and Receipts 


for the year ended March 31, 1993 


1 Authority and objective 


The Agency was established in 1978 by the Northern Pipeline Act. The objective of the 
Agency is to facilitate the efficient and expeditious planning and construction of the Alaska Highway Gas 
Pipeline in a manner consistent with the best interests of Canada as defined in the Act. 


The Agency’s expenditure is funded by parliamentary appropriations. However, in 
accordance with the Act and the National Energy Board Cost Recovery Regulations, the Agency is required 
to recover all its annual operating costs from the companies holding certificates of public convenience and 
necessity issued by the Agency. Currently, Foothills Pipe Lines Ltd. is the sole holder of such 
certificates. 


Receipts are deposited to the Consolidated Revenue Fund and are not available for use 
by the Agency. 


On May 1, 1982, the United States sponsors for the Alaska Highway Gas Pipeline and 
Foothills Pipe Lines Ltd. announced that the target date for completion had been set back until further notice 
and all parties scaled down their activities. 
2 Accounting policies 

Expenditure 

Expenditure includes the cost of work performed, goods received or services rendered prior 
to April 1, except for the costs of the employees’ contingency and termination plans which are charged to 
expenditure when paid. Capital acquisitions are charged to expenditure in the year of purchase. 
Expenditure also includes costs incurred on behalf of the Agency by government departments. 


Receipts 


Receipts are recorded on a cash basis. 


Employee contingency plan 


Senior and certain other key employees who remain with the Agency until completion of 
their responsibilities and whose service exceeds two years are entitled to an allowance upon separation of 
13% of their gross salary earned during their period of service. 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Net Recoverable Expenditure and Receipts 


for the year ended March 31, 1993 


Account with Foothills Pipe Lines Ltd. 


1992-93 1991-92 
Net recoverable expenditure $194,719 $172,950 
Less: Current year recovery (204,901) (156,327) 
Less: Current year recovery 
- applicable to prior year 116,687 100,064 
(88,214) (56,263) 
Balance recoverable at year-end $106,505 $116,687 


Recovery of expenditure from Foothills Pipe Lines Ltd. is based on quarterly billings. 


4. Liability to the Government of the Yukon Territory 


The Agency owes an amount of $11,224 to the Government of the Yukon Territory which 
pertains to the Government’s share of the easement fee collected from Foothills Pipe Lines Ltd. since the 


1989-90 fiscal year. 


i Related party transactions 


The expenditure includes $100,998 (1991-92 $76,781) for the cost of services by other 
federal government departments and agencies. Professional and special services and office accommodation 
represent the main services provided by the related parties. 
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Ottawa, Ontario, 
December 31, 1994. 


Dear Madam: 


| present herewith the Annual Report of the Northern Pipeline Agency for the 
fiscal year ending March 31, 1994, together with the report of the Auditor General 
on the accounts and financial transactions of the Agency for the same period, for 
submission by you to Parliament as required under Sections 13 and 14 of the 
Northern Pipeline Act. 


Yours sincerely, 


Yel, 


R. Allen Kilpatrick, 
Commissioner, 
Norther Pipeline Agency. 


The Honourable A. Anne McLellan, P.C., M.P., 
Minister of Natural Resources Canada, 
and Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 
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Overview 


The fiscal year 1993-1994 marked the coming into service of a major expansion in the capacity 
of the Western Leg of the Alaska Highway Gas Pipeline in South B.C. and continuing work on the 
installation of a new compressor unit to increase the security of the Eastern Leg. 


Although the volume of Canadian natural gas exported to the United States continued its long 
upsurge, rising by more than 8.5 per cent in 1993 to a total of some 63 billion cubic metres (2.2 
trillion cubic feet — Tcf), demand pressures were more moderate in areas served by the two 
pipeline legs in the western and mid-western United States.* 


As of November, 1993, the throughput capacity on the Western Leg on both sides of the border 
was increased by some 24.7 million cubic metres a day (872 million cubic feet — MMcf/d) as a 
result of major additions to pipelines and compression facilities. Subsequent plans to further 
increase capacity by an additional 8.5 million cubic metres daily (800 MMcf/d) commencing in 1995 
were put on hold, however, when it became apparent that prospective market demand for 
Canadian gas could be supplied by realigning available capacity in the existing pipeline system. 


On the Eastern Leg, Foothills Pipe Lines Ltd., sponsor of the Alaska Highway Gas Pipeline in 
Canada, continued work on the installation of a back-up compressor unit at Station 394 near 
Monchy, Saskatchewan (which came into service in August, 1994). 


There was no change during the fiscal year in the status of the proposed second-stage 


development of the project to extend the existing system to Prudhoe Bay on the North Slope of 
Alaska, which continued to remain on hold due to adverse market conditions. 


* Nationa! Energy Board, 1993 Annual Report. 


Major Developments Involving The 
Alaska Highway Gas Pipeline Project 


The Prebuild 


The Western Leg 


As indicated in the last Annual Report, Pacific Gas Transmission (PGT) in the United States 
and the Alberta Natural Gas Co. (ANG) in South B.C. applied to their respective regulatory 
authorities in the latter part of 1993 for permission to increase further their throughput capacity by 
some 8.5 million cubic metres daily (300 MMcf/d) as of November, 1995. (This proposed expansion 
was in addition to the increase in throughput capacity of some 24.7 million cubic metres a day (872 
MMcf/d) placed in service on November 1, 1993.) While ANG proposed to provide this additional 
capacity in part through the installation of more compressor units, it was anticipated that it would 
also utilize available capacity on the expanded line of Foothills Pipe Lines Ltd. (Canadian sponsor 
of the Alaska Highway Gas Pipeline Project) in South B.C., which is physically integrated with the 
ANG system. 


The proposed project encountered stiff resistance from a number of sources. In a letter to the 
National Energy Board (NEB) in November, 1993, the Canadian Association of Petroleum 
Producers (CAPP) contended that changed market conditions in the western United States, 
together with the potential for capacity assignments on the already expanded system, raised 
serious doubt as to whether further investment in increased throughput capacity was required. 


In mid-March, the NEB announced that it had decided to postpone until May a public hearing 
on the ANG application previously scheduled to be held in the latter part of March “in light of 
continuing efforts aimed at realigning capacity on the ANG system.” (Toward the end of April, ANG 
announced that it was withdrawing its application because “sufficient arrangements have been 
made which obviate the need for any new ANG facilities to accommodate the Company’s 
contracted requirements of the 1995 expansion shippers.”) 


The Eastern Leg 


As outlined in previous annual reports, Foothills installed three new compressor stations 
between 1990 and 1992 on the Eastern Leg — one in Saskatchewan and two in Alberta — to 
increase the reliability of the system and to meet increased demand for throughput capacity. In 
January, 1993, the Administrator and Designated Officer of the Northern Pipeline Agency approved 
an addendum to the System Design Report allowing Foothills to proceed with the installation of a 
new security compressor unit at Station 394 near Monchy, Saskatchewan, close to the U.S. border. 


The new compressor unit is intended to provide back-up capability in the event of a shutdown 
of other compressors on the Eastern Leg either because of equipment failure or for regular 


servicing. During the 1993-94 fiscal year, the company moved ahead with installation of the new 
unit under the regulatory supervision of the Agency. (Work on the new unit was completed and the 
additional compressor ready for operation by August, 1994.) 


A rupture of the Eastern Leg pipeline approximately 35 km north of Maple Creek, 
Saskatchewan, in mid-February, 1994, resulted in an outbreak of burning gas and interruption of 
gas flows until repairs could be carried out. As a result of subsequent investigation, Foothills 
concluded that the rupture of the pipe was caused by what is termed hydrogen-induced cracking, 
a very rare occurrence in North American pipelines carrying natural gas with a low sulphur content 
and the only case resulting in a rupture rather than a leak. The Transportation Safety Board’s 
report on its investigation of the rupture remained pending at year’s end. 


Revision of Prebuild Regulatory Requirements 


In March, 1994, the Administrator and Designated Officer of the Agency advised Foothills that 
the NPA was exploring ways of streamlining the regulatory process as it applied to the prebuilt 
Eastern and Western Legs of the pipeline. As a result of that internal review, it was proposed that 
orders prescribing the technical filing requirements for Prebuild construction projects be revoked. 


The review indicated that the application of these orders in recent years had resulted not only 
in a degree of overlap with the National Energy Board’s filing requirements, but also imposed 
technical requirements that in some areas exceeded those of the Board for comparable pipeline 
projects under its regulation. It was proposed that filing requirements relating to future Prebuild 
expansions be established on a project-by-project basis. (The proposed revision was adopted 
following the end of the fiscal year covered by this report.) 


Wild Horse Pipeline Project 


As outlined in previous annual reports, Altamont Gas Transmission Canada Ltd. (Altamont 
Canada) in July, 1991, filed an application with the National Energy Board for authority to construct 
a 300-metre section of pipe at the Alberta-U.S. border. 


In April, 1992, the Board announced that it intended to consider a preliminary question 
involving jurisdiction over the proposed lateral to be built by NOVA to connect with Altamont 
Canada’s 300-metre link at the border. In February, 1993, the Board concluded that the NOVA 
lateral was subject to federal, rather than provincial, jurisdiction. 


While Altamont initially filed an appeal against the decision in the Federal Court, in April, 1993, 
NOVA announced that this appeal had been withdrawn and that, in keeping with a letter of 
understanding, NOVA or an affiliate would submit all necessary regulatory filings and work together 
with Altamont in connection with the construction, ownership and operation of the system in 
Canada. 


(In June, 1994, Foothills Pipe Lines Ltd. submitted an application to the National Energy Board 
on behalf of Foothills Pipe Lines (Alta.) Ltd. for approval of the Wild Horse Pipeline Project. The 
proposed facilities would consist of a 215.5 km (134 mi) line that would connect with the NOVA 
Gas Transmission system at Princess, Alberta, and the proposed Altamont Gas Transmission 
system at a point on the Canada-U.S. border near Wild Horse, Alberta. The Wild Horse line would 
have the capacity to export up to 20.9 million cubic metres of gas a day (735.5 MMcf/d) to serve 
markets in the United States and northern Mexico commencing in November, 1996. 


(Foothills advised the NEB that no physical connection between the Eastern Leg of the 
Prebuild and the proposed Wild Horse Pipeline was planned during initial construction and 
confirmed that any such interconnection was outside the scope of its application. The Wild Horse 
development is separate and distinct from the Alaska Highway Gas Pipeline Project and, therefore, 
does not come within the ambit of the Northern Pipeline Act nor under the jurisdiction of the 


Northern Pipeline Agency. The NEB held public hearings on the Wild Horse Pipeline application 
in October, 1994, and expects to release its decision in early 1995.) 


Foothills’ Tolls 


Following a public hearing in August and September, 1993, in response to requests within the 
industry for a review of Foothills’ capital structure and rate of return on common equity, the 
National Energy Board issued its Reasons for Decision in late November. 


In addition to these broader issues, the Board also dealt with two aspects involving Foothills’ 
tolls that related to the genesis of the project and its subsequent development. These were a 
Special Charge to provide for the recovery of a portion of the company’s expenditures on the 
planned second stage of the project in Canada to the Yukon-Alaska border, and the provision for 
an Incentive Rate of Return Scheme (IROR) as provided for under the 1977 Canada-U.S. Pipeline 
Agreement. 


In 1982, the NEB approved a four per cent amortization rate for this Special Charge covering 
some $124,162,000 of expenditures by the company on Phase I! development of the project. In 
its Reasons for Decision, the Board essentially concurred with the argument of the Canadian 
Association of Petroleum Producers (CAPP) that the rate of depreciation applying to the Special 
Charge should not exceed that covering plant in service generally. In 1989, that latter rate was 
reduced from four to two per cent and is slated to increase to three per cent by 1996. The NEB 
agreed in its 1993 decision to reduce the amortization rate for the Special Charge to two per cent 
until such time as the accumulated amortization was equal to that which would have resulted if a 
three per cent depreciation rate had applied from the beginning. The decision indicated this point 
would be reached in 2003, at which time the amortization rate for the Special Charge would be 
raised to three per cent. 


Under the Incentive Rate of Return Scheme, sponsors of the pipeline in both Canada and the 
United States were allowed a higher rate of return than otherwise would be the case if they 
completed various segments of the project at costs that matched or were below the final design 
cost estimate approved by the respective Canadian and U.S. regulatory authorities. This incentive 
rate of return was provided through a one-time adjustment to each company’s rate base. 


While Foothills argued during the 1993 hearing, with the support of all intervenors, that the 
IROR should not apply to expansions of the Prebuild that have occurred since 1982, the Board 
indicated it remained unclear whether this position could be supported under the terms of the 
Northern Pipeline Act or the Canada-U.S. Agreement. Consequently, the Board agreed to accept 
Foothills’ position as an interim measure, while at the same time reserving the right to review that 
decision at a later date. 


Foothills’ Revised Corporate Status 


Early in March, 1994, the Board of Directors of NOVA Corporation of Alberta announced 
approval of a reorganization that would alter the position of Foothills in the corporate structure. 
Under the plan, NOVA was to be divided into four separate companies wholly owned by a new 
public company known as NOVA Corporation. 


As part of the plan, the 50 per cent ownership of Foothills Pipe Lines Ltd. held by the existing 
NOVA company (the remaining 50 per cent is owned by Westcoast Energy Inc.) would be 
transferred to one of the four new subsidiary companies — NOVA Gas Services Ltd. In compliance 
with the provisions of the Northern Pipeline Act, Foothills subsequently sought the approval of the 
National Energy Board and the Governor in Council for an amendment to its Shareholders 
Agreement. As part of the amending document, NOVA Gas Services Ltd. agreed to be bound by 
the same undertakings and commitments as were made by the original shareholding companies. 
(Early in the new fiscal year, the proposed amendment to the Agreement was approved by the 
Board and the Governor in Council.) 
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The Northern Pipeline Agency 


During 1993-94, the Northern Pipeline Agency’s (NPA) primary focus was on overseeing 
planning and construction of additional pipeline in South B.C. on the Western Leg and the 
installation of a new compressor unit at Station 394 on the Eastern Leg in Saskatchewan. These 
responsibilities came under the direction of Roy Illing, the Agency’s Administrator and Designated 
Officer, who is based in Calgary, where he also carries out his duties as a Member of the National 
Energy Board. As has been the case over the past several years, the Agency continued to rely on 
the staff of the NEB for the provision of technical as well as for administrative support services. The 
Board is reimbursed for these services by the Agency, which in turn recovers all of its costs from 
Foothills, as provided for under the Northern Pipeline Act. 


In June, 1993, the Hon. Pierre Blais, Minister of Justice and President of the Privy Council, 
replaced the Rt. Hon. Joe Clark as Minister responsible for the Northern Pipeline Agency. Following 
the change of government, the Hon. Marcel Massé, the President of the Privy Council, in early 
November, 1993, became Minister responsible for the Agency, in addition to his other portfolios 
as Minister of Intergovernmental Affairs and Minister responsible for Public Service Renewal. In 
early December, 1993, the Hon. A. Anne McLellan, Minister of Natural Resources Canada, was 
also appointed by Order in Council to succeed Mr. Massé as the Minister responsible for the NPA. 


R. Allen Kilpatrick, the Deputy Minister for International Trade, Department of Foreign Affairs 
and International Trade, continued to serve as Commissioner of the Northern Pipeline Agency 
during the fiscal year. 


Finance, Personnel and 
Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides for an annual audit of the accounts and 
financial transactions of the Agency by the Auditor General of Canada and for a report thereon to 
be made to the Minister. Section 14 of the Act requires the Auditor General’s report to be laid 
before Parliament together with the Ministers annual report on the operations of the Agency. To 
comply with these requirements, the report of the Auditor General of Canada on the accounts and 
financial transactions of the Northern Pipeline Agency for the year ended March 31, 1994, is 
reproduced as an appendix. 


Estimates for 1993-94 provided $469,000 for the operation of the Agency. Expenditure for the 
year totalled $176,000. At year end, only one full-time employee was on staff. The National Energy 
Board provides administrative support as well as technical information and advice, for which the 
Agency reimburses the Board. 


Section 29 of the Northern Pipeline Act provides for recovery of the costs of the Agency from 
the company constructing the pipeline in accordance with regulations made under section 24.1 of 
the National Energy Board Act. During the year, $248,000 was recovered from Foothills Pipe Lines 
Ltd., the Canadian sponsor. In addition, $30,400 in Yukon easement fees were collected from 
Foothills, of which $2,800 was remitted to the Government of the Yukon Territory. Amounts 
collected were credited to the Consolidated Revenue Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a separate employer under Part Il of the Public 
Service Staff Relations Act and is not subject to the Public Service Employment Act, the language 
policies and procedures established for other government departments and agencies have 
generally been applied. In addition, the Agency conforms as fully as possible with the provisions 
of the Official Languages Act. 


In order to allow members of the public to comment on the linguistic aspect of services 
provided, enquiries may be made by telephoning (613) 993-7466 or by writing to the Office of the 
Northern Pipeline Agency, Lester B. Pearson Building, 125 Sussex Drive, Ottawa, Ontario, 
K1A 0G2. 


Appendix 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister responsible for the 
Northern Pipeline Agency 


I have audited the statement of expenditures and receipts of the Northern Pipeline Agency for the year ended 
March 31, 1994. This financial statement is the responsibility of the Agency's management. My responsibility is 
to express an opinion on this financial statement based on my audit. 


I conducted my audit in accordance with generally accepted auditing standards. Those standards require that I plan 
and perform an audit to obtain reasonable assurance whether the financial statement is free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statement. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 


In my opinion, this financial statement presents fairly, in all material respects, the expenditures and receipts of the 
Agency for the year ended March 31, 1994 in accordance with the accounting policies set out in Note 2 to the 
statement. 


D. Larry Meyers, FCA 


Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
July 22, 1994 


NORTHERN PIPELINE AGENCY 


Statement of Expenditures and Receipts 


for the year ended March 31, 1994 


1993-94 1992-93 
Expenditures 
Professional and special service $ 80,638 $ 98,470 
Salaries and employee benefits 62,016 61,168 
Rentals and office accommodation 18,892 21,258 
Travel and communications 4,178 4,467 
Information 3315 8,414 
Repair and upkeep 3,262 - 
Office equipment 2,639 - 
Material, supplies and maintenance 885 942 
Total expenditures $175,825 $194,719 
Receipts 
Recovery of expenditures $247,844 $204,901 
Net easement fee 27,594 30,400 
Total Receipts $275,438 $235,301 
Approved by: 


SLE. ; 


Commissionér 


ee 


Senior Financial Officer 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Expenditures and Receipts 


for the year ended March 31, 1994 


A Authority and objective 


The Agency was established in 1978 by the Northern Pipeline Act. The objective of the 
Agency is to facilitate the efficient and expeditious planning and construction of the Alaska Highway Gas 
Pipeline in a manner consistent with the best interests of Canada as defined in the Act. 


The Agency’s expenditures are funded by parliamentary appropriations. However, in 
accordance with the Act and the National Energy Board Cost Recovery Regulations, the Agency is required 
to recover all its annual operating costs from the companies holding certificates of public convenience and 
necessity issued by the Agency. Currently, Foothills Pipe Lines Ltd. is the sole holder of such 
certificates. 


Receipts are deposited to the Consolidated Revenue Fund and are not available for use 
by the Agency. 


On May 1, 1982, the United States sponsors for the Alaska Highway Gas Pipeline and 
Foothills Pipe Lines Ltd. announced that the target date for completion had been set back until further notice 
and all parties scaled down their activities. 
2. Accounting policies 

Expenditures 

Expenditures include the cost of work performed, goods received or services rendered prior 
to April 1, except for the cost of the employees’ contingency and termination plans which are charged to 
expenditures when paid. Capital acquisitions are charged to expenditures in the year of purchase. 
Expenditures also include costs incurred on behalf of the Agency by government departments. 


Receipts 


Receipts are recorded on a cash basis. 


Employee contingency plan 


Senior and certain other key employees who remain with the Agency until completion of 
their responsibilities and whose service exceeds two years are entitled to an allowance upon separation of 
13% of their gross salary earned during their period of service. 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Expenditures and Receipts 


Sy Lease commitment 


for the year ended March 31, 1994 


The Agency has entered into a five year occupancy lease, which expires during 1999, with 
Public Works and Government Services Canada, for its office space in Ottawa, Ontario. 


Future lease payments are as follows: Amount 
1994-95 $ 18,699 
1995-96 18,699 
1996-97 18,699 
1997-98 18,699 
1998-99 18,699 

$ 93,495 

4. Related party transactions 


The expenditures include $88,162 (1992-93: $100,998) for the cost of services by other 
federal government departments and agencies. Professional and special services and office accommodation 
represent the main services provided by the related parties. 


3 Comparative figures 


Certain comparative figures have been reclassified to conform with the financial statement 
presentation adopted for the current year. 
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Ottawa, Ontario. 
November 27, 1995. 


Dear Sir: 


| present herewith the Annual Report of the Northern Pipeline Agency for the 
fiscal year ending March 31, 1995, together with the report of the Auditor General 
on the accounts and financial transactions of the Agency for the same period, for 
submission by you to Parliament as required under Sections 13 and 14 of the 
Northern Pipeline Act. 


Yours sincerely, 


AV 


R. Allen Kilpatrick, 
Commissioner, 
Northern Pipeline Agency. 


The Honourable Roy MacLaren, P.C., M.P., 
Minister for International Trade, 
and Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 
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Overview 


Following the coming into service of a major expansion in the throughput capacity of the Western 
Leg of the Alaska Highway Gas Pipeline (AHGP) during the previous year, the main focus shifted 
during 1994-1995 to a proposal by Northern Border Pipeline Co. for significantly expanding the 
capacity of the Eastern Leg south of the border. 


(Following a second call for the election of space on the proposed expansion that was ordered 
by the Federal Energy Regulatory Commission, shippers in the summer of 1995 lined up for an 
increase in throughput capacity to the U.S. mid-west more than triple that originally subscribed.) 


The proposed expansion reflected the continuation during 1994 of the prolonged rise in U.S. 
demand for Canadian gas. During the calendar year, Canadian gas exports increased by some 
13 per cent over 1993, growing to 70.8 billion cubic metres — 2.5 trillion cubic feet. 


In Alaska, there were a number of developments that had a bearing directly or indirectly on the 
Alaska Natural Gas Transportation System, counterpart to the Alaska Highway Gas Pipeline in 
Canada. The last remaining U.S. pipeline company in the consortium formed to undertake the 
ANGTS segment in the state withdrew from membership. As a result, the consortium was reduced 
to two remaining Canadian companies — Foothills Pipe Lines Ltd., sponsor of the AHGP in Canada, 
and TransCanada PipeLines Ltd. 


During the year, it was subsequently disclosed, the three major owners of natural gas at Prudhoe 
Bay — Exxon, Arco and BP — examined three possible options for moving the gas to ports where 
it could be liquefied and shipped by tanker to Pacific Rim countries. The study, undertaken in 
response to strong pressures from Alaska for the movement of these shut-in reserves to market, 
was of relevance because these same supplies have also been considered essential by Canadian 
authorities and the participating companies to underpin the Alaska Natural Gas Transportation 
System (ANGTS), as it is known in the United States. 


In response to these same political pressures from Alaska, there was also a determined move 
initiated in the Republican-dominated U.S. Congress to permit petroleum exploration and 
development in the coastal portion of the Arctic National Wildlife Refuge (ANWR) in the north- 
eastern region of the state. The discovery of substantial new gas reserves in the Refuge could 
have major implications with respect to the future development of North Slope gas supplies. The 
move to open up the ANWR was opposed by the Clinton Administration and many environmental 
groups. The Canadian government has also long objected to such a move on the ground that it 
would have an adverse impact on the Porcupine caribou herd. 


During 1994-95, further investigation was undertaken by Foothills Pipe Lines Ltd. into the cause 
of a rupture on the Eastern Leg near Maple Creek, Saskatchewan, in February, 1994. It revealed 
that the hydrogen-induced cracking responsible for the break was caused by buoyancy-restraining 
weights placed on the pipeline in rivers and swamps that contained sulphur. (In the fall of 1995, 
the National Energy Board approved a program submitted by Foothills for replacing some 900 
sulphurcrete weights and by-passing or replacing approximately 6.9 km (4.3 mi) of pipe that could 
also be defective or become defective in the future.) 


Major Developments Involving The 
Alaska Highway Gas Pipeline Project 


Eastern Leg Expansion 


One of the most significant developments during the fiscal year was the proposed expansion 
of the Eastern Leg of the Alaska Natural Gas Transportation System. In February, 1995, Northern 
Border Pipeline Co., sponsor of the Eastern Leg in the United States, applied to the Federal 
Energy Regulatory Commission (FERC) under the U.S. Natural Gas Act for authority to expand the 
throughput capacity of its existing 1 550 km (969 mi) line from the Port of Morgan on the Montana- 
Saskatchewan border to Harper, lowa, and to extend the system by a further 423 km (263 mi) to 
a point near Griffith, Indiana. 


Foothills Pipe Lines Ltd., sponsor of the Eastern Leg in Canada, anticipated the expansion 
proposed by Northern Border would result in an increase in demand for Canadian gas of around 
6.5 million cubic metres of gas a day (230 million cubic feet of gas (MMcf/d)). The company 
considered that it could accommodate this increased throughput essentially by replacing an 
existing, but obsolete compressor unit. 


The proposed increase in throughput capacity and extension of the system eastward toward 
the Chicago area was based on an Open Season conducted by Northern Border during late 1994, 
in keeping with current FERC practice. This is a process that is undertaken to determine what 
volume of firm throughput capacity prospective shippers are prepared to take in a proposed new 
pipeline, or the expansion or extension of an existing system. 


In December, 1994, the nature of the Open Season conducted by Northern Border was 
challenged by Natural Gas Pipeline Co. of America, which contended that the proposed system 
of tariffs was skewed in a way that unfairly induced shippers to transport gas over all or part of the 
proposed extension. The objection by Natural stemmed from the fact that the proposed Northern 
Border extension would compete with Natural's own plan to obtain additional gas deliveries from 
Northern Border at Harper for onward transmission through an expansion of its existing pipeline 
to the Chicago area. 


(In May, 1995, FERC upheld the complaint by Natural and ordered Northern Border to conduct 
a new Open Season that corrected this perceived shortcoming in the original solicitation. In the 
event, shippers signed up for an additional 19.8 million cubic metres of gas a day (700 MMcf/d) over 
the existing system to Harper, about triple the increase in capacity originally subscribed. The result 
would be to increase throughput capacity from the Canadian border and the northern plains region 
of the United States to Ventura, lowa, by 42 per cent. Total capacity would rise from 48.1 million 
cubic metres per day (1.7 billion cubic feet — Bcf/d) to 68 million cubic metres daily (2.4 Bcf/d). 


Shipments through the expanded system from Ventura to Harper would increase by 27.3 million 
cubic metres a day (962 MMcf/d). The increased volume on this section of the system compared 
to that proposed to Ventura is accounted for by the projected shipment of additional gas from 
Ventura to Harper that is currently being transported by the Northern Natural Gas Pipeline Co. In 
addition, shippers also sought throughput capacity on the proposed extension from Harper to the 
Chicago area of some 19.4 million cubic metres a day (684 MMcf/d), an increase of more than 11.3 
million cubic metres daily (400 MMcf/d) over that subscribed for in the first Open Season. 


(In October, 1995, Northern Border submitted a revised application to the Federal Energy 
Regulatory Commission. It called for the construction of 358 km (224 mi) of 914 mm pipe 
(36 inches) and 30 km (19 mi) of 762 mm pipe (30 inches) from Harper, lowa, to the Chicago area. 
In addition, 262 km (164 mi) of loops would be installed on the existing pipeline from the Canadian 
border to Harper. Almost 200,000 additional horsepower of compression would also be added to 
existing and new compressor stations. Estimated cost of the expansion/extension was $797 million 
in 1995 dollars. It is scheduled to be in service in early 1998. 


(Shortly after Northern Border filed its revised application to FERC, Natural submitted an 
application for authority to expand its own system from its interconnection with Northern Border at 
Harper to the Chicago area in competition with Northern Border's proposed extension. 


(In order to deliver the substantially increased volumes of Canadian natural gas that would be 
required if Northern Border's plans are approved by the FERC — some 19.4 million cubic metres 
per day (685 MMcf/d) — Foothills anticipated that it would also be necessary to expand the 
throughput capacity of the Eastern Leg in Canada through a combination of looping of existing 
pipeline and the addition of further compression). 


Alaskan Developments 


The Alaskan Pipeline Consortium 


In 1978, when plans were being developed for the construction of the Alaska Natural Gas 
Transportation System, a consortium made up of a number of major U.S. interstate and intrastate 
pipelines was established to undertake the most difficult and complex part of the project — 
construction of the proposed pipeline from Prudhoe Bay on the North Slope of Alaska to Canada's 
Yukon border. It was known as the Alaskan Northwest Natural Gas Transportation Co. general 
partnership. The Northwest Alaskan Pipeline Co. was subsequently named as operator in charge 
of overseeing the building and operation of the Alaskan segment of the ANGTS. 


As prospects for launching second-stage construction of the ANGTS at any time within the 
foreseeable future began to fade in the late 1980s and early 1990s, many of the U.S. pipeline 
companies that originally made up the consortium began to withdraw in order to take advantage 
of tax benefits. In the latter years, however, membership in the consortium was expanded by the 
inclusion of subsidiaries of two Canadian companies — TransCanada PipeLines Ltd. and Foothills. 
As of the end of 1994, the only remaining U.S. member of the consortium, Northwest Energy, 
which played the dominant role in mobilizing the entire project south of the border and in directing 
the Alaskan portion of the project, bowed out of the partnership. 


With the withdrawal of Northwest Alaskan, Foothills and TransCanada became the only 
remaining partners in Alaskan Northwest. Subsequently, Robert L. Pierce, Chairman of Foothills, 
became Chairman of the Board of Partners. In a submission in January, 1995, to the Federal 
Energy Regulatory Commission notifying it of an amendment to the Partnership Agreement, 
Alaskan Northwest said the remaining partners “will shepherd the Partnership, and the ANGTS, 
through the current relatively-inactive period. While construction of the Alaskan segment is deferred 
pending future market developments, it is fully expected that the ANGTS will gear up again in the 
future for completion of the Alaskan segment.” The submission went on to take note of a FERC 
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document issued in mid-December, 1994, which stated that the Commission “remains ready to 
facilitate the construction of the ANGTS, which Congress has found to be in the public interest.” 


Developing and Marketing North Slope Alaskan Gas Reserves 


Over a number of years, there has been mounting pressure from Alaskan state and 
congressional representatives for the adoption of measures aimed both at moving existing North 
Slope natural gas reserves to markets and facilitating exploration for additional oil and gas 
reserves. 


When it appeared that adverse market conditions were likely indefinitely to delay completion 
of the ANGTS to provide market access to existing Prudhoe Bay reserves, a former Alaskan 
Governor, Walter Hickel, spearheaded the formation of a company known as Yukon Pacific for the 
purpose of marketing those reserves in Pacific Rim countries. The company proposed to establish 
a Trans-Alaska Gas System (TAGS), which envisioned construction of a pipeline from the North 
Slope to the south coast of Alaska. There the gas — 14 million tons per year — would be liquefied 
and then transported in a specially-built fleet of tankers to such markets as Japan, Taiwan and 
Korea. The Reagan and Bush Administrations took the necessary steps to clear away the major 
regulatory obstacles to the proposed gas export. (In mid-May, 1995, FERC removed the only 
remaining regulatory hurdle with the approval of the siting, construction and operation of the 
liquefied natural gas plant at Anderson Bay in the Port of Valdez.) 


As in the case of ANGTS, the TAGS project remained suspended, however, because of 
adverse market conditions. Nevertheless, pressure to explore every means of moving the gas to 
offshore markets continued to grow over the past several years. This was particularly the case 
following the 1994 congressional elections that resulted in Republicans gaining control of both the 
Senate and House of Representatives. The expectations of Alaskans were heightened further with 
the appointment of Alaskan Senator Frank Murkowski as Chairman of the Senate Energy and 
Natural Resources Committee, and the appointment of Alaskan Representative Don Young as 
Chairman of the House Resources Committee. 


In response to these political pressures, the three major owners of gas reserves at Prudhoe 
Bay — Exxon, Arco and BP — engaged in a study during the past fiscal year of possible alternative 
means for transporting North Slope gas to Pacific Rim markets. 


(The fact that the study had been initiated, however, was only revealed at a press conference 
held by representatives of Arco and BP in mid-July, 1995, following a series of meetings to brief 
Alaska's Governor Tony Knowles and Alaska's congressional delegation. 


(It was disclosed that the study considered the feasibility of extending a pipeline west from 
Prudhoe Bay to deliver gas to ports at either Wainwright or Kivalina on the Chukchi Sea north of 
the Bering: Strait. The spokesmen for the petroleum companies contended that year-round 
operation of liquefied natural gas tankers with ice-breaking capability would appear to be possible. 
The advantage of a pipeline to either port was the considerably shorter distance and lower cost 
involved compared to a pipeline to the south coast of Alaska. They contended the lower cost would 
make it economically possible to plan initially for a smaller volume of gas exports, thus making it 
easier to gain a foothold in Pacific Rim markets. 


(In addition to these alternatives, the companies also considered what cost savings might be 
achieved by building a pipeline south to Valdez that utilized the right-of-way and many of the 
facilities of the existing oil pipeline to the south coast port, which does not form part of the existing 
TAGS plan. 


(During the press conference, officials of the companies emphasized that none of the options 


examined was commercially viable at the present time in light of the cost advantages enjoyed by 
several other natural gas producing countries competing for access to Pacific Rim markets. They 
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estimated that it might only become possible to enter that far-eastern market at some time between 
2005 and 2010, and even then much would depend on the kind of royalty, tax and regulatory 
regimes that were assured over the life of the project. 


(In a press release following the meeting of the Alaskan congressional delegation with 
petroleum company representatives, Sen. Murkowski emphasized his readiness to work with the 
producers to help develop a project for marketing North Slope gas in the Pacific Rim countries. He 
also expressed his pleasure at what he described as the “tentative finding” of the study that 
favoured building a pipeline south to Valdez rather than west to a port on the Chukchi Sea. From 
his perspective, the advantage of the former was that it would make possible delivery of natural 
gas to Fairbanks, Alaska. 


(In the press release, Sen. Murkowski claimed that, by some estimates, North Slope gas 
reserves amounted to 50 trillion cubic feet. At the time the ANGTS was approved, established 
reserves at Prudhoe Bay were estimated to amount to 26 trillion cubic feet. The estimate to which 
Sen. Murkowski alluded was of significance because up to that time it had never been considered 
that established reserves had increased by anything approaching that magnitude. ANGTS 
supporters have opposed the TAGS project on the grounds that they had first claim on the 
reserves existing at the time their own project was approved by Canada and the United States. 
They contended that proven reserves were insufficient to support both projects.) 


Development of the Arctic Natural Wildlife Refuge 


As part of their efforts to promote economic development, both Alaskan congressional and 
state political representatives have long pressed for legislative authority to undertake oil and gas 
exploration in the coastal portion of the 19-million-acre Arctic Natural Wildlife Refuge (ANWR), 
which abuts on the Alaska-Yukon border. In the face of strong opposition from environmental 
groups, and from the Canadian government because of what it considers would be the adverse 
impact on the Porcupine caribou herd that calves in the area, Congress previously has rejected 
such a move. During the fiscal year, however, with the Republicans in control of both houses of 
Congress and Alaskan representatives serving as chairmen of two powerful Senate and House 
committees concerned with the issue, there was a strong push for legislation that would permit 
limited petroleum exploration in the ANWR. 


(While a bill that would clear the way to ANWR development worked its way through both 
chambers in the fall of 1995, there was widespread speculation that President Clinton might veto 
any authorizing legislation approved by Congress or resort to a 1906 Act to designate the area as 
a national monument, which could forestall the proposed development.) 


Replacement of Defective Pipe 


As noted in the last annual report, a section of the Eastern Leg of the Alaska Highway Gas 
Pipeline near Maple Creek, Saskatchewan, ruptured in February, 1994, causing an explosion and 
fire. Subsequent investigation by both Foothills and the Transportation Safety Board of Canada 
indicated the rupture was caused by a condition known as hydrogen-induced cracking (HIC). This 
is a rare phenomenon that in the past has only been associated with the transmission of so-called 
sour gas containing a high level of hydrogen sulphide. By contrast, gas flowing through the Eastern 
Leg is classified as sweet gas, which does not contain this chemical. 


(Both Foothills and the Transportation Safety Board concluded that the problem on the Eastern 
Leg was caused by weights containing a high proportion of sulphur that were installed during 
construction in the early 1980s to counteract the buoyancy of pipe in rivers and swamps. In place 
of the usual concrete mix, a proportion of sulphur was added to the aggregate, known as 
sulphurcrete, as part of a provincial program aimed at reducing a substantial surplus existing when 
the Eastern Leg was being built in the early 1980s. Up until the time of the investigation of the 


rupture on the Eastern Leg, neither the industry nor regulatory authorities were aware of the 
adverse interaction between the sulphur in the weights and the steel pipe. 


(In mid-September, 1995, Foothills submitted an application to the National Energy Board to 
remedy the problem. The program was approved by the Board the following month. In all, more 
than 900 weights were replaced, some 6.9 km (4.3 mi) of existing pipe by-passed by looping, and 
7 km (4 mi) of pipe replaced. Foothills shut down its Eastern Leg for four days in November, 1995, 
to complete the work.) 


Pipeline Regulation 


During 1994-95, the major focus of the Northern Pipeline Agency was on overseeing 
completion of the installation of a new back-up compressor unit at Foothills Station 394 near 
Monchy, Sask., on the Eastern Leg. This unit came into service in August, 1994. 


In late January, 1995, the Honourable Roy MacLaren, Minister for International Trade, was 
appointed by Order in Council to succeed the Honourable A. Anne McLellan, Minister of Natural 
Resources, as Minister responsible for the Northern Pipeline Agency. R. Allen Kilpatrick, Deputy 
Minister for International Trade in the Department of Foreign Affairs continued to serve also as 
Commissioner of the Agency. Roy Illing, a member of the National Energy Board, remained the 
NPA's Administrator and Designated Officer. He is based in Calgary. 


During the fiscal year, as for the past several years, the NPA continued to rely on the staff of 
the NEB for the provision of technical and administrative support services. The Board is reimbursed 
for these services by the Agency, which recovers all of its costs from Foothills in keeping with the 
provisions of the Northern Pipeline Act. 


In the United States, responsibility for carrying out certain regulatory functions involving the 
Alaska Natural Gas Transportation System was transferred under legislation adopted in late 1993 
from the Office of the Federal Inspector to the Secretary of Energy, currently the Honourable Hazel 
O'Leary. In the Republican-controlled Congress, there was significant pressure to abolish or 
substantially reduce the role of the Department of Energy, possibly by transferring some of its 
functions to other federal departments or agencies. It remained unclear what disposition might be 
made of regulatory responsibilities for the ANGTS that have been delegated to the Secretary of 
Energy. 


Finance, Personnel and 
Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides for an annual audit of the accounts and 
financial transactions of the Agency by the Auditor General of Canada and for a report thereon to 
be made to the Minister. Section 14 of the Act requires the Auditor General’s report to be laid 
before Parliament together with the Minister's annual report on the operations of the Agency. To 
comply with these requirements, the report of the Auditor General of Canada on the accounts and 
financial transactions of the Northern Pipeline Agency for the year ended March 31, 1995, is 
reproduced as an appendix. 


Estimates for 1994-95 provided $250,000 for the operation of the Agency. Expenditure for the 
year totalled $129,000. At year end, only one full-time employee was on staff. The National Energy 
Board provides administrative support as well as technical information and advice, for which the 
Agency reimburses the Board. 


Section 29 of the Northern Pipeline Act provides for recovery of the costs of the Agency from 
the company constructing the pipeline in accordance with regulations made under section 24.1 of 
the National Energy Board Act. During the year, $303,000 were recovered from Foothills Pipe 
Lines Ltd., the Canadian sponsor. In addition, $30,400 in Yukon easement fees were collected from 
Foothills, of which $2,800 were remitted to the Government of the Yukon Territory. Amounts 
collected were credited to the Consolidated Revenue Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a separate employer under Part II of the Public 
Service Staff Relations Act and is not subject to the Public Service Employment Act, the language 
policies and procedures established for other government departments and agencies have 
generally been applied. In addition, the Agency conforms as fully as possible with the provisions 
of the Official Languages Act. 


In order to allow members of the public to comment on the linguistic aspect of services 
provided, enquiries may be made by telephoning (613) 993-7466 or by writing to the Office of the 
Northern Pipeline Agency, Lester B. Pearson Building, 125 Sussex Drive, Ottawa, Ontario, 
K1A 0G2. 


Appendix 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister responsible for the 
Northern Pipeline Agency 


| have audited the statement of expenditures and receipts of the Northern Pipeline Agency for the year 
ended March 31, 1995. This financial statement is the responsibility of the Agency's management. My 
responsibility is to express an opinion on this financial statement based on my audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those standards require 
that | plan and perform an audit to obtain reasonable assurance whether the financial statement is free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statement. An audit also includes assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 


In my opinion, this financial statement presents fairly, in all material respects, the expenditures and 
receipts of the Agency for the year ended March 31, 1995 in accordance with the accounting policies set 
out in Note 2 to the statement. 


oan 


. Larry Meyers, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
July 26, 1995 
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NORTHERN PIPELINE AGENCY 


Statement of Expenditures and Receipts 


for the year ended March 31, 1995 


Expenditures 


Salaries and employee benefits 
Professional and special service 
Rentals and office accommodation 
Travel and communications 
Material, supplies and maintenance 
Information 

Repair and upkeep 

Office equipment 


Total expenditures 


Receipts 


Recovery of expenditures 
Net easement fee 


Total Receipts 


Approved by: 


Commissioner 


1994-95 


$ 128,919 


$302,918 


27,594 


$ 330,512 


Senior Financial Officer 


1993-94 


$ 62,016 
80,638 
18,892 

4,178 

885 
BoA be 
3,262 
2,639 


$175,825 


$247,844 
27,594 


$275,438 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Expenditures and Receipts 


for the year ended March 31, 1995 


iE Authority and objective 


The Agency was established in 1978 by the Northern Pipeline Act. The objective of the 
Agency is to facilitate the efficient and expeditious planning and construction of the Alaska Highway Gas 
Pipeline in a manner consistent with the best interests of Canada as defined in the Act. 


The Agency’s expenditures are funded by parliamentary appropriations. However, in 
accordance with the Act and the National Energy Board Cost Recovery Regulations, the Agency is required 
to recover all its annual operating costs from the companies holding certificates of public convenience and 
necessity issued by the Agency. Currently, Foothills Pipe Lines Ltd. is the sole holder of such 
certificates. 


Receipts are deposited to the Consolidated Revenue Fund and are not available for use 
by the Agency. 


On May 1, 1982, the United States sponsors for the Alaska Highway Gas Pipeline and 
Foothills Pipe Lines Ltd. announced that the target date for completion had been set back until further notice 
and all parties scaled down their activities. 
2. Accounting policies 
Expenditures 
Expenditures include the cost of work performed, goods received or services rendered prior 
to April 1, except for the cost of the employees’ contingency and termination plans which are charged to 
expenditures when paid. Capital acquisitions are charged to expenditures in the year of purchase. 
Expenditures also include costs incurred on behalf of the Agency by government departments. 
Receipts 


Receipts are recorded on a cash basis. 


Employee contingency plan 
Senior and certain other key employees who remain with the Agency until completion of 


their responsibilities and whose service exceeds two years are entitled to an allowance upon separation of 
13% of their gross salary earned during their period of service. 
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NORTHERN PIPELINE AGENCY 


Notes to the Statement of Expenditures and Receipts 


for the year ended March 31, 1995 


Ep Lease commitment 


The Agency has entered into a five year occupancy lease, which expires during 1999, with 
Public Works and Government Services Canada, for its office space in Ottawa, Ontario. 


Future lease payments are as follows: 


1995-96 $ 18,699 
1996-97 18,699 
1997-98 18,699 
1998-99 18,699 
$74,796 
4. Related party transactions 


The expenditures include $48,215 (1993-94: $88,162) for the cost of services by other 
federal government departments and agencies. Professional and special services and office accommodation 
represent the main services provided by the related parties. 
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© Minister of Public Works and Government Services Canada 1996 
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Ottawa, Ontario. 
December 31, 1996. 


Dear Sir: 


| present herewith the Annual Report of the Northern Pipeline Agency for the 
fiscal year ending March 31, 1996, together with the report of the Auditor General 
on the accounts and financial transactions of the Agency for the same period, for 
submission by you to Parliament as required under Sections 13 and 14 of the 
Northern Pipeline Act. 


Yours sincerely, 


Robert G. Wright, 


Commissioner, 
Northern Pipeline Agency 


The Honourable Arthur C. Eggleton, P.C., M.P., 
Minister for International Trade and 
Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 


_ 
aria am’ Aig? ‘hminast gtd hema ann i oe - 
avec 08 paige be 2 (ein grids pasty 
«4 Joke ere ae WA yarany et fe ereitseantttiotonant atramoyin. 
eli ho b) Dre ¢) @featell saben: badeew? ap re Poe, a a 
Joh anne anti, 


' ; 
sieneea EninY : In 7 


7 
| > eae ... tk 
> 


gh o neadonm 


Ve enya 
¥ 1aeer seTiegen®! “free orl ; 
4 2.9 aciaiog) Dwind eign att : 
Deve wfsayt bepehyatientel 10% senratdv ae 
ay et Geteett martha ait ot okgiamages® ‘wadiiht - 
. aOnUTICa > eau : 
: | Sree wenn *, | 
28 ~- oe en a 

; soe 
rn i) 


Table of Contents 


Page 
Expansion and Extension of the Eastern 
Leg of the Alaska Highway Natural Gas Pipeline ....................05. 1 
Potenial New, Partners. ard. Competitors ».avaccn, «dp. se0nseeas whee + ~ whe 2 
ReSITUCIUNG INO MVESLOINMEGOR » Marte a sail got ebay daar e Ame. ete 2 
TS NONE FIDelINe AGENCY tea. . Pie haem odin ace Sw a eter she of ee Kae § 3 
Finance, Personnel and Official Languages......................45. 3 
PaANGe DOG CISONMG Ia cine 68 od 8 oes sir cate et AO turns WTC ON dle Des 3 a Sade 18 3 
ical benguages Plat SAB. Neen and MONT 2c 4 ae eh St ead aden 4 
ADDONCIX cides oc ache abies Ota ee A os tara tS 5 
Reportoft.ihe Auditor General.of Canadas. may ne a eapyereied. <Gseetion’ « 5 


Office of the Agency 
Mr. Robert G. Wright, Commissioner, 


Lester B. Pearson Building, 
‘125 Sussex Drive, 

Ottawa, Ontario. 
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Expansion and Extension of the Eastern Leg 
of the Alaska Highway Natural Gas Pipeline 


The proposed expansion and extension of the Eastern Leg to increase substantially the capacity 
of the system to transport Canadian natural gas to mid-western U.S. markets continued to be the 
dominant development involving the Alaska Highway Gas Pipeline Project on both sides of the 
border during the fiscal year 1995-1996. 


It was in early 1995 that the Northern Border Pipeline Co., sponsor of the Eastern Leg of what 
is known south of the border as the Alaska Natural Gas Transportation System (ANGTS), filed its 
initial application with the U.S. Federal Energy Regulatory Commission (FERC). Northern Border’s 
submission sought approval from FERC for its proposed project under the authority of the U.S. 
Natural Gas Act. No application was made under the authority of the Alaska Natural Gas 
Transportation Act, the primary legislation governing the ANGTS project south of the border. 


Northern Border’s initial application proposed to increase the throughput capacity of its existing 
1 550 km (969 mi) line from the Port of Morgan on the Montana-Saskatchewan border to Harper, 
lowa, and to further extend the system by some 423 km (263 mi) to the Chicago area. It was 
estimated this would provide for increased Canadian gas imports of some 6.5 million cubic metres 
of gas a day (230 million cubic feet daily - MMcf/d). 


After an objection by the Natural Gas Pipeline Co. of America to the nature of its first Open 
Season, a means of determining prospective shipper demand for increased capacity, was upheld 
by FERC, a second Open Season was subsequently conducted by Northern Border. It resulted in 
the prospective demand for Canadian gas tripling to some 19.8 million cubic metres of gas a day 
(700 MMcf/d), which prompted Northern Border to file an amended application substantially 
increasing the proposed enlargement of its system at an estimated cost of some $800 million. 


(In August, 1996, FERC conditionally approved Northern Border’s application, including the 
extension to the Chicago area. Natural Gas strongly supported the increased throughput capacity 
of the existing Northern Border system to Harper because it looked to it to provide an additional 14.3 
million cubic metres of gas a day (505 MMcf/d) to feed the proposed expansion of its own Amarillo 
line from Harper to the Chicago area. At the same time, however, Natural strongly opposed Northern 
Border’s plan to build a competing line to transport 18.4 million cubic metres of gas a day (648 
MMcf/d) to the Chicago area. In the event, FERC approved both the extension from Harper of 
Northern Border and the expansion of the Natural Gas line. FERC also approved tariffs based on 
rolled-in, as opposed to incremental, costs for Northern with respect to its proposed extension 
despite the objection of its competitor. In September, 1996, Natural Gas and two other interested 
parties all filed for rehearing by FERC of certain aspects of its decision, particularly rolled-in tariffs 
on the extended pipeline, an issue that remained outstanding at the time of writing. While the 
Northern Border expansion/extension was originally scheduled to come into operation in June, 1998, 
regulatory delays resulted in the date being set back to November, 1998.) 


During the fiscal year covered by this report, Foothills Pipe Lines Ltd., sponsor of the Alaska 
Highway Gas Pipeline Project in Canada, was heavily engaged in developing plans for the expansion 
of its own system to provide the increased throughput of Canadian gas required to meet the 
prospective rise in mid-western U.S. demand. 


(In July, 1996, Foothills submitted applications to the Northern Pipeline Agency (NPA) and the 
National Energy Board (NEB) for authority to undertake the aspects of its proposed expansion of the 
Eastern Leg in Canada that come under the respective jurisdiction of each regulatory body. 
Together, these proposed additions to its system would increase the capacity of the company to 
deliver gas to Northern Border by some 19.8 million cubic metres a day (700 MMcf/d). In total, the 
throughput capacity of the Eastern Leg at Monchy, Saskatchewan, on the Canadian-U.S. border 


would be increased from 42.48 million cubic metres daily (1,500 MMcf/d) to 63.3 million cubic metres 
a day (2,200 MMcf/d), an increase of around 47 per cent. 


(Through its proposed Addendum Seven to the Alaska Highway Gas Pipeline’s System Design 
Report, Foothills sought authorization from the NPA to install two loops on the Eastern Leg in 
Saskatchewan totalling 111.8 km (70 mi) and to replace its existing compressor unit (392) at Piapot, 
Saskatchewan, with a new 28.3 megawatt (88,000 horsepower) unit. It also proposed to loop 1.6 
km (1 mi) of mainline pipe on the Eastern Leg in Alberta that is located downstream of the plant for 
stripping out natural gas liquids at Empress, Alberta, which is close to the Alberta-Saskatchewan 
border. The cost of these additional facilities was estimated at $151 million. 


(At the same time, Foothills applied to the NEB for permission to complete a third train at its 
decompression/recompression facilities adjacent to the Empress extraction plant at a cost of some 
$18 million. Because of delays in proceeding with the proposed expansion south of the border, 
Foothills deferred from 1997 to 1998 the installation of the proposed pipeline looping and 
replacement of the compressor unit and set back the date for bringing the new facilities into service 
from June to November, 1998. 


(In its regulatory submissions, Foothills indicated that it expected the additional Alberta gas 
supplies required to meet the increased U.S. demand to be delivered by one of its affiliates, NOVA 
Gas Transmission Ltd., and possibly also from the proposed new Palliser Pipeline planned by 
PanCanadian and Westcoast Energy to transport gas in southeastern Alberta.) 


Potential New Partners and Competitors 


During the year, plans moved forward for the establishment of two new natural gas pipelines 
Originating in Western Canada that had the potential of being competitors or working partners of 
Foothills. As indicated above, Foothills stated in its submission to the NPA that it had initiated 
preliminary discussions with proponents of the proposed new Palliser Pipeline, which is planned to 
extend from a point just north of Calgary to Saskatchewan, roughly parallel to NOVA’s existing line 
in Alberta, about transporting some of the additional Canadian gas required to supply increased 
demand from the U.S. mid-west. Palliser, (which submitted its application to the National Energy 
Board in November, 1996) is planning construction of a system with a capacity to move some 28.3 
million cubic metres of gas a day (1 billion cubic feet per day). During the fiscal year, plans were 
also moving forward for construction by a consortium, made up largely of petroleum producers, of 
a new 3 000 km (1,860 mi) system commencing in northeast British Columbia to transport around 
35.6 million cubic metres a day (1.25 billion cubic feet) of Western Canadian gas to the Chicago 
area. Known as the Alliance Pipeline, it could - if successfully brought into service - become a future 
competitor for NOVA, at present the major gas-gathering system in Alberta, and for both the 
Canadian and U.S. sponsors of the Eastern Leg.of the Alaska Highway Gas Pipeline. 


Restructuring the Western Leg 


In November, 1993, a major expansion of the Western Leg of the Alaska Highway Gas Pipeline 
went into operation. Even before construction was completed, plans were afoot to further expand 
the system. These plans were abandoned, however, following onset of depressed economic 
conditions in California. This factor was compounded as a result of problems created by decisions 
of the Federal Energy Regulatory Commission (FERC) imposing tariffs based on incremental costs 
on shippers over Pacific Gas Transmission’s (PGT) interstate expansion from Kingsgate, B.C., to the 
California border and a similar tariff policy, together with other impediments, imposed on the 
intrastate Pacific Gas and Electric Co. (PG&E) expansion line within the state by the California Public 
Utilities Commission (CPUC). During the intervening years, these regulatory issues have been a 


source of much wrangling before the federal and state regulatory agencies and litigation in the 
courts. 


In March, 1996, PGT submitted an offer of settlement with the FERC that provided for the rolling- 
in, over a period of six years, of the cost of the original pre-built ANGTS of 1981 and the expansion 
line built in the early 1990s with the original PGT line to California that was constructed several years 
previously. 


(This settlement, which was approved by the federal regulatory agency in September, 1996, will 
result in a significant reduction over a six-year period in tolls charged shippers over PGT’s expansion 
system and a commensurate increase in their competitiveness. In August, 1996, PG&E filed an offer 
with the CPUC proposing a settlement of outstanding regulatory issues within the ambit of the Gas 
Accord adopted by the state agency, which - among other things - would separate the services and 
charges provided by the intrastate pipeline for the transmission and distribution of gas. The 
proposed settlement would also provide for some rolling-in of costs of the expansion line with the 
1981 prebuild.) 


The Northern Pipeline Agency 


There were extensive changes in the senior ranks of the Northern Pipeline Agency during the 
year (and beyond). In January, 1996, the Honourable Arthur C. Eggleton became Minister for 
International Trade and Minister responsible for the direction of the NPA. He succeeded the 
Honourable Roy MacLaren, who resigned to become Canadian High Commissioner to Britain later 
in the year. In February, 1996, Robert G. Wright, Deputy Minister for International Trade in the 
Department of Foreign Affairs, was also appointed Commissioner of the Agency, succeeding R. Allen 
Kilpatrick. (In August, 1996, Kenneth W. Vollman, Vice-Chairman of the National Energy Board, was 
reappointed Administrator and Designated Officer of the Northern Pipeline Agency - a position he 
held previously from 1989 to 1992. He replaced Roy Illing, a Member of the National Energy Board, 
whose term came to an end during the fiscal year.) 


As has been the case for several years, the NPA continued to rely on the staff of the Board for 
the provision of technical and administrative support services. The NEB is reimbursed for these 
services by the Agency, which recovers all of its costs from Foothills as provided for by the Northern 
Pipeline Act. 


Finance, Personnel and Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides for an annual audit of the accounts and financial 
transactions of the Agency by the Auditor General of Canada and for a report thereon to be made 
to the Minister. Section 14 of the Act requires the Auditor General's report to be laid before 
Parliament together with the Minister's annual report on the operations of the Agency. To comply with 
these requirements, the report of the Auditor General of Canada on the accounts and financial 
transactions of the Northern Pipeline Agency for the year ended March 31, 1996, is reproduced as 
an appendix. 


Estimates for 1995-96 provided $250,000 for the operation of the Agency. Expenditure for the 
year totalled $123,000. At year end, only one full-time employee was on staff. The National Energy 
Board provides administrative support as well as technical information and advice, for which the 
Agency reimburses the Board. 


Section 29 of the Northern Pipeline Act provides for recovery of the costs of the Agency from the 
company constructing the pipeline in accordance with regulations made under section 24.1 of the 
National Energy Board Act. During the year, $245,000 were recovered from Foothills Pipe Lines Ltd., 
the Canadian sponsor. In addition, $30,400 in Yukon easement fees were collected from Foothills, 
of which $2,800 were remitted to the Government of the Yukon Territory. Amounts collected were 
credited to the Consolidated Revenue Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a separate employer under Part II of the Public Service 
Staff Relations Act and is not subject to the Public Service Employment Act, the language policies 
and procedures established for other government departments and agencies have generally been 
applied. In addition, the Agency conforms as fully as possible with the provisions of the Official 
Languages Act. 


In order to allow members of the public to comment on the linguistic aspect of services provided, 
enquiries may be made by telephoning (613) 993-7466 or by writing to the Office of the Northern 
Pipeline Agency, Lester B. Pearson Building, 125 Sussex Drive, Ottawa, Ontario, K1A 0G2. 


Appendix 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister for International Trade 


| have audited the statement of expenditures and receipts of the Northern Pipeline Agency for the year 
ended March 31, 1996. This financial information is the responsibility of the Agency's management. My 
responsibility is to express an opinion on this financial information based on my audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those standards require 
that | plan and perform an audit to obtain reasonable assurance whether the financial information is free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the schedule. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial information 
presentation. 


In my opinion, this financial information presents fairly, in all material respects, the expenditures and 
receipts of the Agency for the year ended March 31, 1996 in accordance with the accounting policies set 
out in Note 2 to the statement of expenditures and receipts. 


ey Ot 


Raymond Dubois, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
July 26, 1996 


NORTHERN PIPELINE AGENCY 


Statement of Expenditures and Receipts 


for the year ended March 31, 1996 


Expenditures 


Salaries and employee benefits 
Professional and special services 
Rentals and office accommodation 
Information 

Material, supplies and maintenance 
Travel and communications 

Repair and upkeep 


Total expenditures 


Receipts 


Recovery of expenditures (Note 5) 
Net easement fee 


Total receipts 


The accompanying notes are an integral part of this statement. 


Approved by: 


rs 
Commissioner 


1995-96 


$59,271 
35,349 
20,345 
2,994 
2,425 
1,795 
685 


$_ 122,864 


$245,238 
27,594 


$ 272,832 


Senior Financial Officer 


1994-95 


$128,919 


$302,918 
27,594 


$330,512 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Expenditures and Receipts 


for the year ended March 31, 1996 


Ae Authority and objective 


The Agency was established in 1978 by the Northern Pipeline Act. The objective of the 
Agency is to facilitate the efficient and expeditious planning and construction of the Alaska Highway Gas 
Pipeline in a manner consistent with the best interests of Canada as defined im the Act. 


The Agency’s expenditures are funded by parliamentary appropriations. However, in 
accordance with the Act and the National Energy Board Cost Recovery Regulations, the Agency is required 
to recover all its annual operating costs from the companies holding certificates of public convenience and 
necessity issued by the Agency. Currently, Foothills Pipe Lines Ltd. is the sole holder of such 
certificates. 


Receipts are deposited to the Consolidated Revenue Fund and are not available for use 
by the Agency. 


On May 1, 1982, the United States, sponsors for the Alaska Highway Gas Pipeline and 
Foothills Pipe Lines Ltd., announced that the target date for completion had been set back until] further 
notice and all parties scaled down their activities. 
ii Accounting policies 

Expenditures 

Expenditures include the cost of work performed, goods received or services rendered prior 
to April 1, except for the cost of the employees’ contingency and termimation plans which are charged to 
expenditures when paid. Capital acquisitions are charged to expenditures m the year of purchase. 
Expenditures also include costs incurred on behalf of the Agency by other government departments. 


Receipts 


Receipts are recorded on a cash basis. 


NORTHERN PIPELINE AGENCY 
Notes to the Statement of Expenditures and Receipts 


for the year ended March 31, 1996 


af Commitment and Contingency 
Lease commitment 


The Agency has entered into a five year occupancy lease, which expires during 1999, with 
Public Works and Government Services Canada, for its office space in Ottawa, Ontario. 


Future minimun lease payments are as follows: 


1996-97 $18,699 
1997-98 18,699 
1998-99 18,699 

$ 56,097 


Employee contingency plan 

Senior and certain other key employees who remain with the Agency until completion of 
their responsibilities and whose service exceeds two years are enutled to an allowance upon separation of 
13% of their gross salary earned durmg ther period of service. 
4. Related party transactions 

The expenditures mclude $42,396 (1994-95: $48,215) for the cost of services by other 
federal government departments and agencies. Professional and special services and office accommodation 
represent the main services provided by the related parties. 


ar Recovery of Expenditures 


Expenditures are imitially recovered based on the Agency’s budget for the current fiscal 
year. An adjustment to actual cost is made in the subsequent year’s billings. 
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Ottawa, Ontario, 
December 31, 1997. 


Dear Sir: 


| present herewith the Annual Report of the Northern Pipeline Agency for the 
fiscal year ending March 31, 1997, together with the report of the Auditor General 
on the accounts and financial transactions of the Agency for the same period, for 
submission by you to Parliament as required under Sections 13 and 14 of the 
Northern Pipeline Act. 


Yours sincerely, 


Robert G. Wright, 


Commissioner, 
Northern Pipeline Agency 


The Honourable Sergio Marchi, P.C., M.P., 
Minister for International Trade and 
Minister Responsible for the Northern Pipeline Agency, 
House of Commons, 
Ottawa, Ontario. 


, 
a, 


eur ' 
m<_ - bs ng eS a 
a =m 7 
"se mardamay ia i tet gamag ol laoreet Sihaal? Bite ane " 
on we RST eS a ee 
uA eri 


i . ~\ 
- att 
—_— vouss tacau menu wt 
ee - 
reps wie? eaainedl efi ot Garena! Sheet : 
sre 22 {a dears! 2a i 
cree) pear 


—_~ ° Janes isfy” 


Table of Contents 


The Pipeline Push to Move Increased 
Canadian Gas to Mid-Western U.S. Markets 


Stage One — Expansion of the Eastern Leg............... 


The Second Round of Proposed Pipeline Expansions 


=a iherA lance Project Baie. lah esccts Wedgie 
— TransCanada PipeLines.............ccccccccsesesercesnesens 


— Further Expansion of the ANGTS' Eastern Leg? 


PROCUICII CINE gfe 5 5 hire ee Bice il che cagei ax pha sexiies 
The Regulatory Authorities .........................ccceeeeeeeeeeeeees 
Finance, Personnel and Official Languages................ 


PinaniCeantmr OrsOlmel aa. cr. cckareeaeac eat. setae re oe talents 
Oniciaklanguades Plaisey.. Bes vale. Lees, teed oe 


Office of the Agency 
Mr. Robert G. Wright, Commissioner, 


Lester B. Pearson Building, 
125 Sussex Drive, 

Ottawa, Ontario. 

K1A 0G2 

Tel.: 993-7466 

Fax: 998-8787 


ALASKA HIGHWAY 
NATURAL GAS PIPELINE PROJECT 


ZNORTHWEST ALASKAN 
PIPELINE CO. ED 


Fairbanks ve . 
ws. FOOTHILLS RSENE LINES OA | ISI LTD. 


an 
0 ; 
: ) “PS 
\ 
e & Whitehorse 


»FOOTHILLS PIPE LINES (SOUTH Be U8, 


@ a os = 


1550 km 1 219 mm pipe \ 


Vp \ \ FOOTHILLS IES ee B.C.) LTD. 
‘ides Knet4eo mrasepe u a ? ae ~ ae 
FOOTHILLS PIPE LINES (ALTA. LTD. D ° : 


/ 


x 


472 km 914 mm pipe 
Vancouver? 
Nh - 


i 


i 
| 
1 1 
y / 
| / 
| 


e Edmonton 
! 


a 
i, 
~ 
ee - -A\ 


eecreean BORDER. z a 
PIPELINE CO.’ ee ee 
Se See <==) ! vee a 


f 
1464 km 1 067 mm pipe : <a Sore ae Vee 
\ \ 
\ LS 


; sie ~> 1 802 km 1 067 mm pipe Chicago as . 


PACIFIC GAS TRANSMISSION CO.» 


x, 


PACIFIC GAS AND ELECTRIC CO. i 
, macy ee ay a r 
San Francisco ia eee | Dwight Rae 
! SS =~ N \ Uh / 
f ( = ( (a \ 
| | ; Me ere pa fees 
we Reelt se28~ 
Ree SN ee a alae lie 
; (ae C= oP Bite SaaS 
t ; ! mie SOM 
I ' i \ 
| i ~ of if | Ke a 
\ | IE \ | \ 
! | V= = = \ ! 
t ' \ \ 
\ ~, 


The Pipeline Push to Move Increased Canadian Gas to 
Mid-Western U.S. Markets 


As the proposed expansion of the Eastern Leg of the Alaska Highway Gas Pipeline moved 
toward final regulatory approval, the focus shifted during the course of the fiscal year 1996-1997 
to new plans for further enlarging pipeline capacity for the delivery of Canadian natural gas to the 
Chicago area. South of the border, the Eastern Leg forms part of the project known as the Alaska 
Natural Gas Transportation System (ANGTS). 


Included among those plans for the transmission of substantially increased volumes of gas to 
mid-western U.S. centres were proposals that could involve yet another increase in the capacity of 
the Eastern Leg on both sides of the border; expansion by TransCanada PipeLines Ltd. (TCPL) in 
association with other partners through TransVoyageur Transmission Ltd. and other projects; and 
construction of an entirely new pipeline to transport gas from northeastern British Columbia and 
northwestern Alberta to the Chicago area by Alliance Pipeline Ltd., a consortium of major pipeline 
companies, gas producers and gas marketers. 


Stage One - Expansion of the Eastern Leg 


In August, 1996, the Federal Energy Regulatory Commission (FERC) gave preliminary 
approval to the expansion and extension of Northern Border Pipeline Co., the sponsor of the 
Eastern Leg south of the border. (Final approval was given by FERC in July, 1997.) In January, 
1997, the Designated Officer of the Northern Pipeline Agency authorized the complementary 
expansion of the Eastern Leg in Canada through his approval of Addendum Seven to the System 
Design Report sought by the Canadian sponsor, Foothills Pipe Lines Ltd. 


As outlined in the NPA’s last Annual Report, the Northern Border proposal involves an 
expansion costing an estimated US $793 million to increase throughput capacity by some 19.8 
million cubic metres a day (700 million cubic feet - MMcf/d). The plan provides for the addition of 
235 km of loops (182 mi) plus additional compression totalling 293,000 horsepower from the Port- 
of-Morgan on the Canadian-U.S. border to Ventura, lowa. The capacity of its smaller diameter 
line from Ventura to Harper, lowa, would be increased by 25.92 million cubic metres daily (915 
MMcf/d) and from there the line would be extended by 389 km (243 mi) to the Chicago area to 
provide delivery of up to 18.36 million cubic metres a day (648 MMcf/d) of gas. 


The expansion of Northern Border as far as Harper was strongly supported by the Natural 
Gas Pipeline Co. of America, which already receives some 10.96 million cubic metres a day (386 
MMcf/d) from the former system for onward transmission to Chicago through its so-called Amarillo 
Line. Natural contracted to receive an additional 14.3 million cubic metres daily (505 MMcf/d) 
from the expanded Northern Border line. At the same time, however, Natural strongly opposed 
the extension of Northern Border’s pipeline to the Chicago area in competition with its own 
system. 


In the event, both the expansion and extension of Northern Border and the expansion of 
Natural’s pipeline to Chicago were approved by FERC for the very purpose of increasing 
competition in the delivery of gas to the mid-western U.S. market. 


In its examination of environmental factors involved in the two applications, FERC staff 
suggested that consideration be given to providing for the joint delivery of Northern Border and 
Natural gas to Chicago through a single line. An alternative proposal to achieve this objective that 
was put forward by Natural was, in the end, rejected by FERC because of the strong opposition of 
Northern Border. It concluded that extension of the company’s line would not have significantly 
adverse environmental impacts. 


In order to provide for the increased throughput of some 19.8 million cubic metres a day (700 
MMcf/d) to meet the increased demand for gas deliveries through Northern Border, the Northern 
Pipeline Agency's Designated Officer approved the installation of some 113 km of loops (70.5 mi) 
on the Eastern Leg pipeline in Saskatchewan and replacement of the existing compressor unit at 
Piapot, Sask. Another 1.5 km of loops were also to be installed on the main line in Alberta. At the 
same time as the Designated Officer authorized expansion of the pipeline system, the National 
Energy Board approved the expansion of Foothills’ decompression-recompression facility at 
Empress, Alberta, for the removal of natural gas liquids. Estimated cost of both projects, which 
are scheduled to be in service by November, 1998, is $169 million. 


With the completion of this proposed increase, the total capacity of the Eastern and Western 
Legs of the Alaska Highway Gas Pipeline to deliver Canadian gas to U.S. markets would climb to 
some 93 million cubic metres a day (3.3 billion cubic feet - Bcf/d). This would be only moderately 
lower than the total initial capacity of the system to transport Arctic gas from both countries that 
was envisaged by U.S. and Canadian negotiators as part of the Pipeline Agreement of 1977 - 102 
million cubic metres a day (3.6 Bcf/d). 


The Second Round of Proposed Pipeline Expansions 


During the course of the fiscal year and beyond, a multiplicity of plans for new and expanded 
pipelines to serve both domestic and export markets were in the works, some being dropped and 
others reshaped in response to the evolving dynamics of the marketplace. 


The Alliance Project 


In the case of proposed new export capacity, the Alliance Pipeline Co. was the first project to 
come before the U.S. federal regulatory agency for consideration of the U.S. portion of the 
system. (FERC gave preliminary approval to the project in August, 1997. A number of Canadian 
and U.S. pipelines opposing Alliance’s application called on FERC to reconsider its decision. The 
National Energy Board scheduled hearings to begin in November, 1997, to consider Alliance’s 
application for approval of the Canadian section of the pipeline.) 


Alliance proposed to build a 3 000 km (1,900 mi) main line from a point near Fort St. John in 
northeast British Columbia to the Chicago area at an estimated cost of $3.7 billion. In addition, it 
also planned to build some 770 km (480 mi) of lateral pipelines in northeastern British Columbia 
and northwestern Alberta ranging in size from 114 to 610 mm (4 to 24 inches). The mainline, 
most of which would be 914 millimetres (36 inches) in diameter and operate at the comparatively 
high pressure of 1,740 pounds per square inch, is designed initially to have a throughput capacity 
of 37.5 million cubic metres daily (1.33 billion cubic feet a day - Bcf/d). It is intended that, along 
with the natural gas, the line would also transport commingled natural gas liquids such as propane 
and butane, which would be removed from the gas at a plant near the Chicago-area terminus. 


In addition to the Alliance project, NOVA Gas Transmission Ltd., the vast gas gathering and 
distribution system in Alberta, and TransCanada PipeLines Ltd. were both developing plans for 
major expansions of their own facilities that were largely related to the prospective growth of the 
mid-west and northeast U.S. market for Canadian gas. The Canadian and U.S. sponsors of the 
Eastern Leg of the ANGTS were also exploring the possibility of further expanding their facilities. 
At the same time, it was openly acknowledged that both NOVA and TCPL were in discussion with 
Alliance officials to explore the possibility of developing some sort of working arrangement. (In 
October, 1997, Alliance ruled out any possibility of utilizing the NOVA system to move its gas 
through Alberta. At the time of writing, the response by Alliance to TransCanada’s overtures was 
unknown.) 


TransCanada PipeLines 


In March, 1997, TransCanada PipeLines unveiled a $3.7 billion plan known as Nexus to 
expand the throughput capacity of its system, primarily to increase its facilities to transport 
Canadian gas to mid-western U.S. markets. Central to this plan was a proposed expansion of 
Great Lakes Transmission, 50 per cent owned by TCPL, which runs through the United States 
from an interconnection at Emerson, Manitoba, to Sarnia, Ontario. 


(In May, 1997, TCPL filed an application with the National Energy Board covering the first of a 
two-stage project extending to 1999 for the initial purpose of expanding the capacity of its system 
by some 34 million cubic metres a day (1.2 Bcf/d). In July, however, TransCanada announced 
that it was abandoning the Nexus project, including putting on hold the proposed Great Lakes 
expansion, in favour of an alternative plan providing for a more modest increase in capacity in 
1998 of 13 million cubic metres a day (465 MMcf/d) at a cost of around $900 million. In addition, 
TransCanada announced that it proposed to file an application with the NEB, on behalf of a 
proposed new system to be called TransVoyageur Transmission Ltd., for the construction in 1999 
of a pipeline that would extend from Empress, Alberta, to Emerson, Manitoba. This proposed new 
line, which would have an initial capacity of 57 million cubic metres of gas a day (2 Bcf/d), would 
connect in the United States with the previously announced Viking Voyageur system, in which 
TransCanada would join forces with other U.S. partners. This latter project, announced in April, 
1997, envisaged construction of a 1 280 km (800 mi) pipeline to transport at least 34 million cubic 
metres a day (1.2 Bcf/d) - and possibly as much as 57 million cubic metres daily - from an 
interconnection with TransVoyageur at Emerson, Manitoba, to Joliet, Illinois, in the Chicago area. 


(Subsequently, it was announced that TransCanada proposed to extend this network farther 
through a connection with the so-called Vector Pipeline project to transport up to an additional 
28.3 million cubic metres (1 Bcf/d) of gas from Joliet, Illinois, to Dawn, near Sarnia, Ontario, by 
November, 1999. In addition, TCPL announced its intention of joining with a consortium of U.S. 
and Canadian pipelines in the Millennium project, which planned to expand capacity to transport 
18.4 million cubic metres (650 MMcf/d) of Canadian gas to northeastern and mid-Atlantic markets 
in the United States.) 


Further Expansion of the ANGTS’ Eastern Leg? 


Well before final regulatory approval had been received from U.S. authorities for expansion of 
the Eastern Leg of the ANGTS, Foothills Pipe Lines announced in February, 1997, its intention of 
holding an open season to determine shipper interest in a further expansion of the Eastern Leg 
commencing in 2001. 


(While results of Foothills’ open season were not announced at the time of writing, a similar 
open season conducted by the Northern Natural Gas Co., which currently obtains Canadian gas 
through an interconnection with the Eastern Leg in the United States at Grundy Center, lowa, 
resulted in requests for an increase in shipping volume of throughput capacity of more than 18.4 
million cubic metres (650 MMcf/d) of gas a day. It was anticipated that to supply that additional 
volume it would be necessary to further expand the throughput capacity of the Eastern Leg in both 
Canada and the United States.) 


Procurement 


As one means of meeting U.S. concerns that goods and services for the pipeline be acquired 
“on generally competitive terms”, as provided for in the 1977 Pipeline Agreement, the two 
countries signed an ancillary Procurement Agreement in 1980. This accord established certain 
procedures under which the responsible regulatory authority in each country made available to the 
other, for its comment, information with respect to the proposed purchase of certain designated 
items - mainline pipe, compressor units and large valves and fittings. These procedures covered 
such matters as the companies to be invited to bid on any particular project, the project 
specifications, and the recommendation to purchase put forward by the sponsoring company in 
each country. 


During the prebuilding of the Eastern and Western Legs in the early 1980s, these procedures 
worked to the general satisfaction of both nations. Because of some initial uncertainty regarding 
jurisdiction between the NPA and the NEB, Canada was tardy in implementing the bilateral 
procurement process when Foothills in 1989 initiated the first expansion of the prebuilt Eastern 
Leg - the installation of an additional compressor unit on the pipeline in Saskatchewan. Canadian 
authorities were subsequently admonished by the Acting U.S. Federal Inspector, Melvin Hurwitz. 
“It is important,” he wrote to the Commissioner of the NPA, “that the (procurement) procedures be 
implemented as intended, that is through the appropriate channels and in a timely manner...” 


In early 1990, however, it became apparent that U.S. sponsors of the Eastern and Western 
Legs of the pipeline did not consider that proposed expansions of their respective systems formed 
part of the ANGTS and, therefore, it followed that none of the provisions of the 1977 bilateral 
Pipeline Agreement nor the 1980 Procurement Agreement applied. In response to Canada’s 
expressed concern regarding this contention, Mr. Hurwirtz reversed his own previous position 
regarding the importance of timely implementation of the procurement provisions and stated that 
decisions by the U.S. sponsors on the applicability of the two agreements should be conclusive in 
most circumstances. 


At a meeting with Canadian officials in Washington in the fall of 1990 regarding this issue, 
however, Mr. Hurwitz indicated he accepted Canada’s position and undertook to consult his 
Executive Policy Board about possibly seeking voluntary compliance of U.S. sponsors with the 
provisions of the Procurement Agreement. Shortly thereafter, however, Mr. Hurwitz was replaced 
with the appointment of Michael Bayer as the Federal Inspector by President George Bush. 
Following a meeting with Canadian officials in Ottawa early in 1991, Mr. Bayer indicated that he 
not only accepted Canada’s position that the proposed expansions south of the border came 
under the aegis of the two agreements, but subsequently persuaded the U.S. sponsors of the 
Eastern and Western Legs to comply with the procurement procedures voluntarily. 


In early 1992, Mr. Bayer recommended to President Bush that the U.S. legislation establishing 
the ANGTS and the bilateral Pipeline Agreement both be scrapped. While the Administration 
rejected that proposal, it supported a move by Congress several months later to abolish the Office 
of the Federal Inspector and transfer its powers and responsibilities to the U.S. Secretary of 
Energy. 


In the spring of 1993, following the election of the Clinton Administration, the then- 
Commissioner of the Northern Pipeline Agency wrote to the Honourable Hazel O’Leary, the new 
Secretary of Energy, to inquire whether it was her intention to continue to adhere to the position on 
procurement previously taken by Mr. Bayer. In reply, an official of the Department indicated that 
the Secretary had reverted to the second position adopted earlier by Mr. Hurwitz - namely, that it 
was essentially up to the U.S. sponsors to decide whether or not any future expansion was part of 
the ANGTS and, therefore, whether the two bilateral agreements applied. 


During the latter part of the fiscal year covered by this report, inquiries by Canadian officials 
indicated that Northern Border continued to take the position that the proposed expansion project 
filed with the Federal Energy Regulatory Commission did not form part of the ANGTS. U.S. 
authorities also advised that their own position with respect to the decisions of U.S. sponsors on 
the non-applicability of the bilateral agreements remained unchanged. (In June, 1997, therefore, 
the Canadian Embassy advised the U.S. State Department that under the circumstances Canada 
intended to suspend application of the provisions of the Procurement Agreement with respect to 
the complementary expansion of the Eastern Leg in Canada by Foothills Pipe Lines.) 


The Regulatory Authorities 


During the course of the fiscal year, the Honourable Arthur C. Eggleton, the Minister for 
International Trade, continued also as Minister responsible for the Northern Pipeline Agency. (In 
June, 1997, following the federal election, Mr. Eggleton was appointed Minister of National 
Defence. The Honourable Sergio Marchi, previously Minister of the Environment, succeeded Mr. 
Eggleton as Minister for International Trade and Minister responsible for the Northern Pipeline 
Agency.) 


Robert G. Wright, the Deputy Minister for International Trade in the Department of Foreign 
Affairs, continued to serve throughout the year as Commissioner of the NPA. Based in Calgary, 
Kenneth W. Vollman, Vice-Chairman of the National Energy Board, was appointed Administrator 
and Designated Officer of the Agency in August, 1996. 


In addition to the provision of administrative support services, the Agency also relied, as it has 
for many years, on the professional staff of the NEB to provide information and advice to assist 
the Designated Officer of the NPA in carrying out his responsibilities under the provisions of the 
Northern Pipeline Act. 


In the United States, President Clinton nominated the Honourable Federico Pena, previously 
Secretary of Transportation in his first administration, to succeed Mrs. Hazel O’Leary as Secretary 
of Energy in his second term after the latter announced her intention of stepping down. Mr. Pena, 
whose appointment was confirmed by the Senate in March, 1997, also assumed responsibilities 
previously exercised by the Office of the Federal Inspector with respect to the Alaska Natural Gas 
Transportation System. 


Financial, Personnel and Official Languages 


Finance and Personnel 


Section 13 of the Northern Pipeline Act provides for an annual audit of the accounts and 
financial transactions of the Agency by the Auditor General of Canada and for a report thereon to 
be made to the Minister. Section 14 of the Act requires the Auditor General's report to be laid 
before Parliament together with the Minister's annual report on the operations of the Agency. To 
comply with these requirements, the report of the Auditor General of Canada on the accounts and 
financial transactions of the Northern Pipeline Agency for the year ended March 31, 1997, is 
reproduced as an appendix. 


Estimates for 1996-97 provided $251,000 for the operation of the Agency. Expenditure for the 
year totalled $132,000. At year end, only one full-time employee was on staff. The National 
Energy Board provides administrative support as well as technical information and advice, for 
which the Agency reimburses the Board. 


Section 29 of the Northern Pipeline Act provides for recovery of the costs of the Agency from 
the company constructing the pipeline in accordance with regulations made under section 24.1 of 
the National Energy Board Act. During the year, $88,000 were recovered from Foothills Pipe 
Lines Ltd., the Canadian sponsor. In addition, $30,400 in Yukon easement fees were collected 
from Foothills, of which $2,800 were remitted to the Government of the Yukon Territory. Amounts 
collected were credited to the Consolidated Revenue Fund. 


Official Languages Plan 


Although the Northern Pipeline Agency is a separate employer under Part II of the Public 
Service Staff Relations Act and is not subject to the Public Service Employment Act, the language 
policies and procedures established for other government departments and agencies have 
generally been applied. In addition, the Agency conforms as fully as possible with the provisions 
of the Official Languages Act. 


In order to allow members of the public to comment on the linguistic aspect of services 
provided, enquiries may be made by telephoning (613) 993-7466 or by writing to the Office of the 
Northern Pipeline Agency, Lester B. Pearson Building, 125 Sussex Drive, Ottawa, Ontario, 
K1A 0G2. 


Appendix 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister for International Trade 


| have audited the statement of expenditures and receipts of the Northern Pipeline Agency for the year 
ended March 31, 1997. This financial information is the responsibility of the Agency's management. My 
responsibility is to express an opinion on this financial information based on my audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those standards require 
that | plan and perform an audit to obtain reasonable assurance whether the financial information is free of 
materia! misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the statement. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial information 
presentation. 


In my opinion, this financial information presents fairly, in all maternal respects, the expenditures and 
receipts of the Agency for the year ended March 31, 1997 in accordance with the accounting policies set 
out in Note 2 to the statement of expenditures and receipts. 


fBq OF 


Raymond Dubois, FCA 
Deputy Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
August 1, 1997 


NORTHERN PIPELINE AGENCY 
Statement of Expenditures and Receipts 


for the year ended March 31, 1997 


197 1996 
Expenditures 
Salaries and employee benefits $ 68,958 poe LPTs | 
Professional and special services 32,697 35,349 
Rentals and office accommodation 19,590 20,345 
Information / printing services 3,198 2,994 
Material, supplies and maintenance 2.025 PRE WES 
Travel and communications 2,345 i395 
Capital assets 20 0 
Repair and upkeep 969 685 
Total expenditures $131,651 $122.864 
Receipts 
Recovery of expenditures (Note 5) $) 67,502 $245,238 
Net easement fee 27,594 27,594 
Total receipts $115.096 $272,832 


The accompanying notes are an integral part of this statement. 


Approved by: 
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ommissioner Senior Financial Officer 


NORTHERN PIPELINE AGENCY 
Notes to the Statement of Expenditures and Receipts 


for the year ended March 31, 1997 


l. Authority and objective 


The Agency was established in 1978 by the Northern Pipeline Act. The objective of the 
Agency is to facilitate the efficient and expeditious planning and construction of the Alaska 
Highway Gas Pipeline in a manner consistent with the best interests of Canada as defined in the 
Act. 


The Agency’s expenditures are funded by parliamentary appropriations. However, in 
accordance with the Act and the National Energy Board Cost Recovery Regulations, the Agency 
is required to recover al] its annual operating costs from the companies holding certificates of 
public convenience and necessity issued by the Agency. Currently, Foothills Pipe Lines Ltd. is the 
sole holder of such certificates. 


Receipts are deposited to the Consolidated Revenue Fund and are not available for use by 
the Agency. 


Easement fees are collected on behalf of Indian and Norther Affairs Canada in the 
amount of $30,400, and the Yukon Government’s share paid is $2,806. 


On May 1, 1982, the United States sponsors for the Alaska Highway Gas Pipeline and 
Foothills Pipe Lines Ltd. announced that the target date for completion had been set back until 
further notice and all parties scaled down their activities. 

a Accounting policies 
Expenditures 
Expenditures include the cost of work performed, goods received or services 
rendered prior to April 1, except for the cost of the employees’ contingency and termination plans 
which are charged to expenditures when paid. Capital acquisitions are charged to expenditures in 
the year of purchase. 


Receipts 


Receipts are recorded on a cash basis. 


NORTHERN PIPELINE AGENCY 


Notes to the Statement of Expenditures and Receipts 


for the year ended March 31, 1997 


S Commitment and Contingency 


Lease commitment 


The Agency has entered into a five year occupancy lease, which expires during 
1999, with Public Works and Government Services Canada, for its office space in Ottawa, Ontario. 


Future minimun lease payments are as follows: 


1997-98 $ 18,699 
1998-99 18.699 
$257598 


Employee contingency plan 


Senior and certain other key employees who remain with the Agency until 
completion of their responsibilities and whose service exceeds two years are entitled to an 
allowance upon separation of 13% of their gross salary earned during their period of service. 


4. Related party transactions 


The expenditures include $43,280 (1995-96: $42,396) for the cost of services by 
other federal government departments and agencies. Professional and special services and office 
accommodation represent the main services provided by the related parties. 


Se Recovery of Expenditures 
Expenditures are initially recovered by calendar year based on the proration of 


the Agency’s fiscal year budgets. An adjustment to actual cost is made in the subsequent year’s 
billings. 
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